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A Call to National Service 
WeE Can ALL HELP 


With a view to assisting the Federal Government, the 
Commonwealth Institute of Accountants some time ago offered 
the services of members in any capacity in which their qualifica- 
tions might enable them to render national service. As a prelimi- 
nary step in the implementing of this offer, a suggestion was 
made to compile a voluntary register of those members willing 
to undertake national service in time of war or other emergency. 

The Minister for Supply and Development has now accepted 
this offer in respect of members of the Commonwealth Institute 
of Accountants, and the Australasian Institute of Cost Accoun- 
tants who possess technical knowledge, in particular those with 
experience in cost accounting. 

Such members can render service of the utmost importance in 
the present national emergency by making their services available 
if required—either in a full-time or a part-time capacity—to the 
Department of Supply and Development for the purposes of the 
organization of industry and control of munition costs generally. 

The Institutes have therefore decided to compile a Register 
—to be known as Register A—of the names and particulars of 
male members of the Institutes of and over 30 years of age, and 
female members of any age, whether in practice or not in practice, 
who are prepared to offer their services as accountants and to 
accept such suitable work as is offered to them by the Govern- 
ment, either full-time or part-time. 

It is also likely that a limited number of accountants may be 
tequired for service with the Naval Reserve and Citizen Air 
and Militia Forces, though the Government has not yet indicated 
its wishes in this respect. In anticipation of this possible need, 
another register—to be known as Register B—is to be compiled 
of male members of the Institutes of and over 30 years of age, 
whether in public practice or not, who would be prepared to 
accept service in the Accountant Branches of any of the follow- 
ing: Royal Australian Naval Reserve, Royal Australian V olunteer 
Naval Reserve, Royal Australian Air Force (Citizen Air Force), 
or those branches of the military forces such as the Australian 
Army Pay Corps and certain divisions of the Australian Army 
Ordnance Corps and Australian Army Service Corps, or to the 
civil branches of either the Navy, Army or Air Force. 


A 
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Members of either Institute who are willing to have their names 
entered in either or both of the above-mentioned registers are 
requested to apply to their respective State Registrars for the 
necessary forms and when applying to specify whether form A 
and/or form B is required. 

Members who are willing to offer their services are requested 
to make application for the registration cards, which it is proposed 
will be completed in duplicate, one copy being sent to the appro- 
priate Department, and the other retained by the Institutes. The 
necessary cards will not be available immediately, as the scope of 
the information required will first have to be settled by the 
appropriate authorities. Forms will be sent by State Registrars 
to all applicants as early as possible. 

It should be understood that registration is voluntary. The 
Institutes have no information as to conditions and likely length 
of service and remuneration (if any), as these matters will be 
dependent upon the circumstances of individual engagements. 
State Registrars will, therefore, not be in a position to answer 
any enquiries on these points. 

A person whose name is on either register will not necessarily 
be automatically transferred to special work in the present national 
emergency. The registers will merely indicate availability, and 
selections therefrom will be made by the appropriate authorities 
if and when the need arises. 

Members of both Institutes under 30 years of age who desire to 
be of service to the country in the present emergency are invited 
to enrol for any kind of national service open to them. It 
should be emphasised that the fact of enrolment in the register 
will not prevent male members who have reached 30 years of age, 
and lady members, from volunteering for any other kind of 
national service, and that both Institutes desire to encourage such 
action. 

The reference to age limit has been suggested by the scheme 
adopted in Great Britain, but it must be borne in mind that in 
Australia such limit may be subject to variation as a result of 
special local conditions. 





Victorian Companies Act 1938 
REGISTRATION OF PROPRIETARY COMPANIES 


The attention of solicitors, accountants and others concerned 
with the registration of proprietary companies under the pro- 
visions of Section 26 (8) of the Companies Act 1938 is drawn to 
the specific references in that Section to “the proposed date” of 
application. 

The view of the Registrar-General’s office is that the applica- 
tion for the Certificate of Incorporation must be made as on the 
proposed date of application set out in the Notice of Intention and 
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that, if made after that date, it must be refused, necessitating the 
giving of fresh notices and the delaying of incorporation for 
several weeks. 

Several cases have already occurred in which the application 
for the Certificate of Incorporation has not been made until the 
day following the date fixed in the Notice of Intention and the 
refusal of registration has caused considerable delay. 





Statistical Methods as Applied to 
Accounting Reports 
By A. A. FitTzGERALD 





III.—Tue TABULATION OF ACCOUNTING DATA 


In the first article in this series (which appeared in the July, 
1939, issue of the journal), the meaning and purpose of tabula- 
tion were briefly discussed. 

Tabulation was there defined as the arrangement of the original 
data after collection in the form of a classified table or tables. 
Its purpose was described as the arrangement of the data collected 
in such a form as to facilitate mathematical analysis, and later 
graphic presentation, of the results of the analysis. 

So far as accounting reports are concerned, in some cases no 
further analysis is made after the table has been prepared. 
Tabulation of accounting data, therefore, may be either: 

(a) the final form in which the data is to be presented, or 

(b) the intermediate form in which the data is arranged after 

collection by the processes of bookkeeping and accounting, 
as a preliminary to its presentation in some other statis- 
tical form, such as a chart or graph. 

The form of tabulation of accounting data has until quite 
recently been dominated by certain conventions originating in 
the peculiar technique of the bookkeeping process and the exigen- 
cies of bound ledgers. 

With the almost universal adoption of loose-leaf and card 
ledgers, and more particularly with the application of machine 
methods to the bookkeeping procedure, accounting statements 
generally have been freed from these limitations, and there is a 
very evident tendency nowadays to experiment with new forms 
of tabulation. It is, however, not unreasonable to say that, in 
his search for new forms, the accountant has not, so far, taken full 
advantage of the experience which has been accumulated by the 
statistician in dealing with tabulations of statistical data. 

Day! distinguishes between two kinds of statistical tables: 

i—General Purpose tables ; 
ii—Special Purpose tables. 


1. Day: Statistical Analysis, pp. 404 and 405. See also Riggleman & Frisbee: 
Business Statistics, page 36. 
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The general purpose table, he says, “is designed to bring 
together in most convenient and accurate form all the data bearing 
upon a given topic. The special purpose table is intended to 
throw into relief relationships of special significance in a given 
study. The general purpose table is an orderly presentation of 
statistical material. The special purpose table is a record of the 
results of statistical analysis.” 

As applied to accounting data, familiar examples of the general 
purpose table would be the profit and loss account and balance 
sheet, and of the special purpose table an analysis in tabular form 
of the results of operations as disclosed by the analysis of the 
profit and loss account or the features of the financial structure 
as disclosed by an analysis of the balance sheet. 

Profit and loss accounts and balance sheets are generally pre- 
sented in the form of an account, a convention which takes its rise 
from the fact that a profit and loss account as presented is usually 
a copy, or a modified copy, of an actual account which appears 
in the ledger. The reason for presenting a balance sheet in the 
same form is not so obvious. In the early days of double-entry 
bookkeeping, of course, the balance sheet was an account to which 
the balances of all other accounts were transferred when the 
books were being closed off, and from which the figures were J 


re-transferred to the individual accounts at the commencement 


of a new period. This practice has, however, long since fallen into 
disuse, but the account form of balance sheet has persisted for 
several centuries, perhaps because of tradition, perhaps because § 
accountants themselves are accustomed to reading statements § 
prepared in account form. This does not, however, justify the 
presentation of the balance sheet in account form, since balance 
sheets are not prepared for the information of accountants, and § 
many business men find great difficulty in understanding the § 
account form. 

The use to which any statement is to be put should dominate § 
the form in which it is to be prepared. Therefore whatever statis- 
ticians have learnt from experience about the forms which are 
most easily read by laymen should be of interest and value to the 
accountant. 

In recent years, there has been a tendency, particularly in § 
America, to substitute what has become known as the “report” 
form of accounting statement for the “account” form. The title 
is not particularly apt, and it would perhaps be preferable to 
call it a statistical form, since it is, in fact, an adaptation of the idea 
of the statistical table. 

The difference between the account form and the statistical 
form may be illustrated by the following simple example of 2 
trading account: 
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I—Trading Account in Account Form 
193- 193— 
July 1—To Stock on June 30—By Sales . £30,500 
hand . . . £5,000 .» 30—Stock on 
193- hand... 5,500 
June 30—Purchases . 25,000 
Gross Profit 6,000 


£36,000 £36,000 


II—Trading Statement in Statement or Report Form 
Year ended 


June 30, 193- 
SALES .. £30,500 


LESS COST OF Goops "SOLD LENDS artis Diode Mea tongs 24,500 


GROSS PROFIT .. _ £6,000 
Unquestionably, the second form is more easily understood. 
Moreover, the form lends itself better to the showing of percen- 
tages as well as absolute figures, and to the inclusion of com- 
parative figures of previous periods. 
The statement or “report” form may be used also for balance 
sheet purposes, as under: 
Balance Sheet as at June 30, 193- 
Current Liabilities .. .. .. . sc oe os Se 
Deferred Liabilities .. .. ees eee 10,000 
Capital, Surplus and Reserves .. .. .. .. -. 35,000 


Total Funds Employed .. .. .. .. .. .. £60,000 


Current Assets .. ne a ang £26,000 
0 ee eee ae 
Intangible Assets .. he arte busi haa Sinica 3,000 

£60,000 


Another kind of accounting statement relates to what are 
known in accounting terminology as statistical statements, to 
distinguish them from the accounts or statements which are 
prepared from the financial books. An example of this so-called 
statistical statement would be a statement of sales effected, classi- 
fied according to districts. 

In these statements, the statistical form is naturally usually 
followed fairly closely, but even in this instance the accountant 
has something to learn from the statistician in the care which he 
has found it necessary to give to the several parts of the table.” 


_ 2. ef. Riggleman and Frisbee: Business Statistics, p. 36: “Making a good statistical table 
involves a thorough understanding of the details of developing each part so that it wi 
clear in presentation, efficient in analysis, economical in space, and attractive in appearance.’ 
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The Parts of a Statistical Table 
In a statistical table, the following parts may be distinguished; 
(a) Major title; , 
(b) Sub-title ; 
(c) Reference to the source of data; 
(d) Designation of units; 
(e) Columns and column headings or “captions”; 
(f) Rows and row designations or “stubs” ; 
(g) Footnotes. 
The following skeleton table shows these several parts, each 
being identified by its distinguishing letter, as above: 


(a) Prorits oF 41 AusTRALIAN INDUSTRIAL COMPANIES 
(b) For Financial Year 1938-39* 
(c) Source: Melbourne Stock Exchange Record 
(d) In £’000s 
Percentage on 
(e) Group. No. of Net Profit. Shareholders 
Companies. Funds. 
I II Ill IV 

(f) Iron and Steel 

Construction 

Foodstuffs 

Textiles 

Leather 

Breweries 

Rubber 

Base Metals 

Gas Works 

Miscellaneous. 
(g) *Year ending on various dates between February 28 and & 

June 30. 

In regard to each of these parts, careful consideration is 
necessary. 

The following principles, relating to the several parts, are 
taken from Riggleman & Frisbee, Business Statistics, pages % §& 
to 40: 
(a) and (b) Titles 
i—Clarity and freedom from ambiguity are the principal con- J 

siderations. . 
ii—The title should be as short as possible, but clarity should § 
not be sacrificed for brevity. ‘ 
iii—If a long title is unavoidable, a sub-title should be used to § 
expand the meaning of the main title. 
iv.—Titles commonly consist of a series of phrases. Each line 
in the title should represent a different idea or group of § 
ideas. 
v.—Emphasis in printed tables may be obtained through varia- 
tions in the size of type. In typewritten tables, the same 
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effect may be had by the discreet use of capitals and under- 
lining. 

vi—In a working table, prepared and intended as a preliminary 
to analysis and not for presentation, the date of preparation 
should be shown, together with the initials of those respon- 
sible for preparing and checking the table. 


(c) Reference to Source 

In most accounting statements, the source is naturally the 
books of account, and in these cases it is unnecessary to include 
this in the table. Where the data is drawn from any other source, 
the source should be indicated. 


(d) Designation of Units 

i—Generally these will be in money values, quantities or per- 
centages. The unit designation should be unmistakeable. 

ii—If the unit is common to all columns, it should be included 
in the title. If not, it should be included in the column 
headings. 

iii—Detail common to all columns may be given as part of the 
title, thus simplifying the column headings. 

iv.—If large amounts are involved in the table, the table may be 
simplified, and its appearance improved, by making the unit 
designation as hundreds, thousands or millions of pounds, 
or units of quantity, as the case may be. 


(e) Columns and Column Headings 

i—If more than three or four columns are used, each column 
should be numbered. This facilitates reference to the table 
in any accompanying narrative report, or in any oral explana- 
tion or discussions of the table. 

ii—Columns should, as far as possible, be of uniform width, 
even though this necessitates using more than one line in the 
heading of certain columns. 

The following forms illustrate the points involved in the 
selection of columns headings and unit designations. The first 
form is obviously neater, clearer and more concise than the 


second. 
First Form 
AUSTRALIAN MANUFACTURING Co. Ltp. 
Sales by States 


Years ended June 30, 1934 to 1936 
(In £'000s) 
I II III 
State 1934 1935 
Victoria 432 456 
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Second Form 
AUSTRALIAN MANUFACTURING Co. Ltp. 
Interstate Sales for Years 1933-4, 1934-5 and 1935-6 


State Year ended Year ended Year ended 
30/6/34 30/6/35 30/6/36 
Victoria £432,107 £456,293 £488,923 


(f) Rows and Row Designations or Stubs 
i.—The designation should be complete, clear, and unambiguous. 
iii—Any irregularities should be explained by a footnote, if 
there is insufficient room for clear statement in the row. 
iiii—If possible, row designations should be condensed into one 
line. 


For example, the first of the two following forms is much the 
more satisfactory. 


First Form 
Year ended Sales Gross Expenses Net 
June 30 Profit Profit 
1930-1* 
1931-2 
1932-3 
1933-4 
1934-5 
1935-6 


*Fourteen morths. 


Second Form Sales Gross Expenses Net 
Profit Profit 
14 months ended 
June 30, 1931 . 
Year ended June 
2, 62 .. 
etc. 


iv.—In a complex table including major and minor grouping, the 
distinction between major and minor groups may be indicated 
by: 
(a) indentation ; 
(b) variations in rulings; 
(c) spacing. 
An example of the way in which the desired effect may be 
achieved is as under: 


a ee ee eS 
COST OF GOODS SOLD-— 
ES SS eee 
0 RE eee 380 
6,980 





RE ee ee ee 





pi a ad 


ne 





of i 
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EXPENSES— 
ag a a ee 
Admmmistration .. .. .. .. .. «. 580 
SR a Ae ie i Ale 360 
Total Expense .. .. .. .. .. ..—— = 2,160 


WET OPERATING PROPIT .. .. 2. 2. os cs ve £860 


Finally, careful attention should be given to the arrangement 
of items in the table, both the columns and rows being arranged 
in some systematic order. In accounting statements, causal 
relationship and chronological order are usually the most 
important. Causal relationships should almost invariably be 
employed in a special purpose table. 

As a general rule, chronological order proceeds from left to 
right or top to bottom. Causal relationship may start with a 
total amount, breaking it down by a series of deductions to a 
final residuum or from details building up to a final total. 


For example: 
(a) Total reduced to a residuum by a series of deductions— 


SALES . Ne Rah: GhOA oes 
Less COST OF GOODS SOLD .. 


GROSS PROFIT .. 
Less EXPENSES .. 


NET OPERATING PROFIT .. 


(b) Details built up to a final total— 
Material Used i< os <2 
Direct Labour .. ce 
Manufacturing Expense .. 


TOTAL MANUFACTURING COST 








Other possible orders of arrangement are: 


(a) alphabetical ; 

(b) according to size; 

(c) according to order of interest ; 
(d) according to desired emphasis. 


Ordinarily, it is preferable to have a larger number of rows 
than of columns, for the reason that this gives a better appearance 
to the table. Also, when the items in the table are numerous, 
this form is more easily fitted into the quarto or foolscap size in 
which accounting reports are usually presented. 

Totals of a table are usually best shown on the bottom of 
columns or on the extreme right of rows. The necessity for 
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emphasis of particular features of the data given in the table 
may, however, justify departure from the general rules for the 
arrangement of items. 

As to the size of the table, there is generally much less freedom 
of choice in a general purpose table than in a special purpose table. 
In a general purpose table, for example a profit and loss state- 
ment, the whole of the data must be included, whereas, in a special 
purpose table, since the table is the presentation of the results of 
an analysis of the data, a good deal of summarisation is possible! 

Everyone conversant with accounting reports will be aware 
that considerable difficulty is experienced in the presentation of 
profit and loss statements and balance sheets which are to be 
accompanied by a narrative report. 

In order that a report may be most easily read, it is desirable 
that the tables included in the body of the report, or in appendices 
to the narrative report should not be presented at right angles 
to the text, and should not exceed in size the dimensions of the 
pages of the narrative report (usually foolscap size), so that they 
have to be folded in. Uniformity of size of each of the pages 
of the report is highly desirable, both from the point of view of 
appearance and ease of reading. In bound reports, therefore, it 
is desirable to have the paper so ruled that the binding margin 
is in the centre, and not at one side of the page. 

The statistical or report form of accounting statement has 
important advantages in this respect, in that it gives greater 
control over the size of the table, and in particular lends itself 
very well to the comparative statements which are an important 
feature of every accounting report. 





Wheat Stabilisation 
By E. L. Mitton, A.1.c.a. 


The subject of wheat has been a most controversial one since 
1930-31, when prices had the first serious collapse. From then § 
onwards, with the exception of three years, prices have been 
such that wheat could be grown only at or under cost. 

The reasons for the low price of wheat are numerous. Wheat 
is the most universally grown cereal known to mankind. There 
are approximately fifty countries which contribute in more or less 
large quantities to the world’s wheat. After the war repatriation 
was largely carried out in various countries by placing demobilised 
men on wheat-producing land. High wheat prices in the immediate 
post-war years made wheat production very remunerative, hence § 
there was a keen demand for farm lands, old and new. The § 
activity in the industrial field embraced increased activity in the 
production of larger and more efficient farm machinery, including 

3. In any profit and loss statement, however, which contains a great number of items, 


it is often possible to simplify the presentation by including only major groups, showing 
the details in supplementary tables or schedules. 
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as well, high-powered internal combustion units. In the financial 
field the hire-purchase and time-payment systems of purchase 
became universal, thus placing at the immediate disposal of 
farmers much farm machinery which otherwise would have been 
without his reach. The high prices and keen demand for land also 
had its effect upon financial institutions and governments, which 
injected the wheat-growing industry with huge advances. In 
the field of agricultural science increased attention was given to 
the type of wheat grown, tillage, and artificial manures, in an 
attempt to make two heads of wheat grow where only one grew 
before. These are some of the factors which contributed to the 
great expansion of wheatgrowing and production. Consumption, 
however, did not increase to anything like the same extent. As 
a partial proof of that assertion, it is to be borne in mind that 
since about 1913-14 the world’s wheat production has increased by 
approximately 50%, whereas the population of the world has 
increased by a very much less percentage. Incidentally, Austra- 
lian production has increased by 100%. Some of the countries 
which showed the greatest increase in population are countries 
which previously did not produce and export so much wheat, or 
are not now importing wheat. The countries referred to are 
Russia, Italy and Germany. Russia is now exporting wheat, whilst 
Italy and Germany, following the self-sufficiency policy, have 
almost disappeared from the market. In addition to those countries, 
France also is nat importing to any great extent. In order to 
maintain the self-sufficiency policy, some of the European 
countries have fixed prices for wheat, ranging from about 10/- 
to 12/2 per bushel, with tariff restrictions against foreign wheat, 
but, as they are not exporting countries, the internal economy 
only is affected. It is to be seen, therefore, that production has 
very much more than outstripped consumption, and the position 
has been aggravated by those countries with their extreme self- 
sufficiency policies. These circumstances are the reasons mainly 
responsible for low prices ruling, and, in view of those circum- 
stances, the future for wheat does not appear to be an extremely 
rosy one. This not very optimistic hope for future profitable 
wheat-growing has led to a very strong agitation for the stabilisa- 
tion of wheat by some permanent assistance in one form on other, 
by which it is hoped that the farmer will be ensured a reasonable 
living, and will no longer need protection from his creditors. 
This agitation has come not only from the farmers, but has the 
firm support of many commercial and industrial interests more 
or less directly interested in the welfare of the farmer, for it is so 
well known as not to require amplification that the welfare of 
Australia is, to a very great extent, dependent upon the welfare 
of those engaged in primary industries. And it is the welfare 
of the primary industries that must be looked to for future 
prosperity, for, although there has been a marked stimulus in the 
field of secondary industry, most undertakings of a secondary 
nature must, at least for a great many years, be caterers only for 
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internal requirements, and will not, if at all, enter the export 
field. The reasons for this disability attaching to secondary 
industry are also so well known as to require no elaboration. 

Whilst Australia’s position in regard to the world’s wheat 
production is eleventh, she has third position in the world’s 
export of wheat, the two countries ahead of Australia being 
Canada and Argentine. Australia exports 20% of the total 
world’s wheat exports. In Australia’s total export trade wheat 
holds second position to wool. From 1930-31 to 1937-38 the 
average yearly total of Australian exports was £128,120,000, 
whilst that of wheat and flour was £20,185,906. The percentage 
of wheat exports of total exports was, therefore, about 16%, an 
extremely valuable percentage. During those same years Austra- 
lia’s average yearly imports was £73,798,375, so that the export 
of wheat paid for every year £20,185,906 of those imports, or, 
in other words, contributed about 36% of the cost of imports. 
It can therefore be seen that the wheat industry plays a very 
large part in Australia’s overseas trade, and to Australia is a very 
important industry. If by itself the wheat industry is a depart- 
ment of the national trade which is being carried on at a loss, 
on the other hand, it certainly is a department which brings to 
other Australian departments other very profitable business. 
And, if it is a department which shows a loss, but brings 
profitable business to other departments, is that a reason for 
discarding it? Is it not that the other departments should stand 
a share of the loss? 

When one considers that the loss is largely occasioned by 
high tariffs, heavy internal costs and extravagant protection in 
many instances, which have all acted disadvantageously to the 
primary producing industries, and to the advantage of the 
protected secondary industries, thus throwing too heavy a cost 
upon the primary producing industries—a cost which cannot be 
borne when the unprotected primary products are thrown upon 
the world’s markets—the answer can only be that the wheat 
industry should not be discarded, but should be aided by those 
who are enjoying the fruits of the profitable business introduced 
by the wheat industry, and by those who are enjoying protection 
to the disadvantage of that industry. 

There are other considerations. Should the wheat industry 
be allowed to languish, would not the effect be cumulative? If 
wheat exports substantially fell away, would not imports also 
fall away? If the answer is in the affirmative, which it is 
thought it is, not only would there be less employment in the 
wheat industry, but less employment in other spheres because 
of the decline of imports. 

In addition to bad financial conditions which unemployment 
aggravates, a further consideration is that of the national welfare 
of Australia. Nothing appears to undermine internal economics 
and generally to “white ant” a nation more than unemployment 
of its peoples. It is by means of employment that people enjoy 
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the fruits of their labours; that causes a greater turnover in 
goods and services; that builds and develops the character ot 
individuals; all of which cause the individuals to become healthier 
and of better physical development, which are fundamental 
necessities if any nation is to hold its own in this world of 
unrest. From this point of view, also, it appears essential that 
the wheat industry should receive assistance. 

What is the extent of the assistance that can and should be 
given? This aspect has, perhaps, been the most controversial 
one. There are still some people who say that the industry 
should rest upon its own legs, and that the farmer should not 
receive assistance. There are other persons who are just as 
extravagant in the other direction, who state that wheat should 
be stabilised as high as 4/- per bushel. 

In considering what can be done for the farmers, it is well 
to mention the “marginal areas’”—areas which should not, under 
any circumstances, be placed under wheat production, because 
production from such areas is so low, and under the best 
conditions is unprofitable. Every wheat producing State of 
Australia has those areas, the problem of which does not fall 
within the sphere of Commonwealth jurisdiction, but which is a 
matter for each State itself. So that, in discussing assistance, 
| it is to be borne in mind that these marginal areas should be 
| closed against wheat-growing, and wheat-growing should be 
restricted to those areas which can produce wheat at a reasonable 
price (say 3/4 or 3/6 at ports). Admittedly there are many 
| difficulties to be overcome in applying these restrictions, each of 
which is a story unto itself. 

Perhaps the best scheme suggested is that whereby the farmer 
| is assisted during years of low prices, and during years when 
prices rise above the “basic” price, the farmer contributes a 
percentage of the overplus. It is hoped, by these arrangements, 
that, over a period of years, the farming community will build 
} up a reserve to which it can look for assistance. Whether this 
| reserve will ever eventuate remains to be proved. It is in the 
opinion of the writer, for reasons abovementioned, a very doubtful 
eventuality, unless some world catastrophe intervenes which sends 
wheat prices soaring, or unless all wheat producing countries of 
| importance agree to restrict production. 
© Assistance in all forms has its anomalies, and in assisting 
| wheat growers, assistance would be forthcoming to those who could 
» wholly or partially, do without it, but so long as the assistance 
| is kept low enough, so that by far the major portion of it is real 
} assistance, then the national interest will be best served. Further- 
more, if assistance is too lavish, aid to a great extent will be 
| offset by a boom of more or less magnitude in the industry, 
resulting in higher land values, a greater interest bill, and the 
problem of marginal areas uneconomically solved, whilst the 
country will, with rising costs as its bedfellow, bask in a fictitious 
prosperity. 
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From whom is this assistance to come? If it be raised by means 
of a flour tax, then plainly the greater portion of it is to be taken 
from the wage-earner—the man who has his wages determined 
upon the basic wage, with increases for skill, risk and conditions. 
It will be taken from this class of people because, in the first 
place, it is the largest class in any country, and in the second 
place because its members eat, comparatively with the higher 
remunerated classes, by far the most bread, for it is a well- 
known fact that the nearer the individual gets to the basic wage, 
the more bread he eats, the reason being that a wider diet and 
the dearer foods are out of his reach. 

If, on the other hand, it is to be provided out of general 
revenue, then plainly the persons who pay most taxes will be 
the greater contributors. It would appear, therefore, that if 
one-half of the assistance is obtained by means of flour tax and 
the other from general revenue, the most equitable distribution 
in the incidence of the assistance will be attained. 

Before being able to arrive at a decision as to what assistance 
can be given, it will be necessary to know what the cost might 
be. Attached are three schedules of figures and costs covering 
the years 1930-31 to 1938-39, the wheat available for sale during 
those years, and the average wheat prices. The bases of the 
calculations are the stabilisation of wheat at the alternative prices 
of 3/6, 3/8, or 3/10 at ports—the “basic” prices. Provision has 
also been made for the contributions by farmers of 50% of 
prices realised over the basic prices. It will be noted from the 
first schedule that the total cost to the Commonwealth over the 
years mentioned would have been, at 3/6, £28,248,607; at 3/8, 
£37,912,436; and at 3/10, £49,690,062— or an average per annum 
of £3,116,511; £4,213,604; and £5,632,228. 

These costs, however, are not the real costs, because if such 
a scheme had been implemented, and, by virtue of the assistance 
provided, wheat production in Australia may have been higher, 
then the costs of stabilisation would have been relatively higher. 

If the whole had been collected by means of a flour tax, the 
average increases in the price of a 2 lb. loaf of bread would have 
been, respectively, 2d., 24d., and 3d. If one half only had been 
collected by means of flour tax, the increases in bread prices would 
have been halved. 

Whilst to the man above the basic wage an increase of 2d. 
per loaf may not seem high, to the basic wage-earner, 
especially during years of falling wages, it is a very substantial 
increase—an increase to which, with a good deal of reason and 
justice, objection might well be taken. 

From the years 1930-31 to 1937-38, aid to wheat growers has 
amounted to £20,000,000, or an average of £2,500,000 per year. 
This assistance, however, has not had the desired effect, because 
such was made spasmodically and haphazardly, without any 
co-ordinated plan behind it. It, therefore, would not have cost very 

p 















THE AUSTRALIAN ACCOUNTANT SEPT, 





98 





much more to have stabilised wheat at 3/4 or 3/6, with very 
much better results. 

The following has for its basis one of the best plans yet 
submitted, namely, the Wilson-Uppill plan, with some deviation 
from the figures and percentages of that plan, which, it is thought, 
will not be objected to by the wage-earner, and yet is high enough 
really to assist the farmer without being so lavish as to create 
a fictitious wealth and boom in the wheat industry, and which 
would not break down under its own weight. 

The basic price should be 3/6 per bushel at ports; 6d. per 
bushel being the maximum contribution or gift by the com- 
munity, decreasing as the price rises to and ceasing at 3/6; one 
half of such contribution to be levied by means of a flour tax, and 
the other half from general revenue; a further 6d. per bushel 
to be advanced from loan funds, also decreasing on rising prices 
and ceasing at 3/6. On the price rising above 3/6, contributions 
to be made by the wheat grower of amounts equal to 50% of 
the price obtained over 3/6 by means of sales tax upon wheat, 
and which contributions are to be earmarked and set off against 
advances from loan funds. If and when such contributions cause 


credit balances, such credits to be held against future advances. ' 


By this method it is hoped that the wheat industry would 
eventually build up a reserve for itself, to which it could look 
for assistance. Whether this would eventuate if some such 


plan were implemented, or whether there would have to be 


writings-off of advances made from the loan funds, would remain 
to be seen. 

From a point of view of internal economy, the assistance 
will not be wholly lost to the community, because the “assistance” 


will become additional purchasing power of the farmer, and will ff 


be passed through the usual channels of trade, profits being 
taken here and there. 

From the years 1930-31 to 1937-38 the Commonwealth provided 
£20,000,000 for the wheat industry. This assistance was largely 
lost because of its haphazard nature, there being no co-ordinated 
plan behind it. £6,000,000 of this assistance was out of loan 
funds, and £14,000,000 out of general revenue, which has not 
had any drastic effect upon Commonwealth revenues. Had the 
present flour tax been in operation during this period, a further 
£18,000,000 would have been provided, so that wheat could 
have been stabilised at either 3/6 or 3/8 without any undue strain 
upon the community, and much hardship and loss averted. In 
any case, the assistance would not have been entirely lost to the 


community, because it would have passed through ordinary trade fF 


channels, profits being taken from it here and there, which, in 
turn, would have contributed to Federal and State revenue. 
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THE AUSTRALIAN ACCOUNTANT 
Readers’ Questions and Replies 


RETIRING ALLOWANCE TO A DIRECTOR 

“Tashi-la,” Sydney, writes: 

A company which has power by its memorandum—“to grant 
pensions and allowances to employees and ex-employees”—had 
as a director one who was also a salaried officer of the company. 
The said director retired both from the directorate and from his 
salaried position. 

It has been the custom of the company to grant a gratuity or 
allowance to employees having long service, upon their retirement 
from the firm. 

In the case under consideration, the directors of the company 
have decided to pay a lump sum as a retiring allowance to the one 
recently retired. This decision has raised the question as to 
whether or not that payment may legally be made without con- 
firmation by the shareholders in general meeting convened for 
that purpose. 

The directors, for various reasons, do not wish to disclose this 
transaction to the shareholders and intend to act on an opinion 
that they can deal with the matter of the ex-director in his 
capacity as an employee only and ignore the fact that he was also 
a director. In support of the contention that they would incur no 
liability in not consulting the shareholders on the matter, they sub- 
mit that it is contrary to ordinary justice to place an employee who 
has risen to be a director in a less favourable position than other 
members of the staff. 

Against that view, however, is the one held by the secretary, 
who contends that there can be no separation of the two offices, 
“director” and “employee.” He submits that, if a person hold 
the two positions at the one time, the lesser office merges into 
the greater, and for all legal purposes the officer concerned ceases 
to be an employee and is therefore a director only, subject to all 
restrictions imposed by law on directors. 

If the secretary’s contention be correct, there is plenty of 
authority on the point that a payment, such as the one contem- 
plated, may not be made without the consent of the shareholders 
given in general meeting. 

“A managing director or other director is not a person in the 
employment of the company.” Lee Behrens & Co. Ltd., (1932), 
2 Ch. 46. 

“Directors cannot make presents to themselves out of the assets 
of the company unless authorised by the shareholders at a properly 
convened meeting.” Jn re George Newman & Co. Ltd. (1895), 
1 Ch. 67. 

“Directors cannot, unless expressly authorised, remunerate one 
of themselves.” Foss v. Harbottle (1843), 2 Hare 461. 

“A managing director is not a clerk or servant of the company 
within the meaning of the Preferential Payments in the Bankruptcy 
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Act.” In re Newspaper Pty. Syndicate Ltd. (1900), 2 Ch. 349, 

As many companies have director-employees, the problem 
outlined herein must fairly frequently be considered by directors 
and secretaries. A discussion by readers on the point involved 
would be welcomed. 











Articles in Overseas Journals 







The Accountant 
June 17, 1939: Leading Article on The Rights of a Managing 
Director; Rearmament and Trade Recovery, by Professor 
J. H. Jones; The Learned Judges and the Auditor—II, by 



































E. F. Jeal. q 
June 24, 1939: Leading Article on Audit Procedure in America; 9 
Accountancy in Australia—a summary of Mr. S. W. Griffith's § 
Presidential Address to the Commonwealth Institute of § 
Accountants; Accounting Principles—a Constructive Attack, FF 
by Harry Norris; Practical Points in Receiverships, by C. R. & 
Urquhart. 
July 1, 1939: Building Societies, by A. Meikle. 3 
The Certified Accountants’ Journal 
July, 1939: Principal’s Liability for Employee’s Fraud, The 
Profession of Accountancy, by A. Crew. 


Accountancy 
July, 1939: Accountancy and Inflation, Divisible Profits. 


The Accounting Review 
June, 1939: Public-Utility Depreciation in its Relation to the 
Rate Base, by W. S. Krebs; Some Current Problems in 
Accounting, by W. W. Werntz; Capital Gains and Losses f 
in Accounting, by K. L. Smith; Is there a Theory Basis for f 
Audit Procedure?, by E. J. Kirkham and C. J. Gaa; The § 
Basic Theory of Standard Costs, by W. B. McFarland. 


The Journal of Accountancy d 
July, 1939: Inventories and the Auditor, by M. E. Peloubet; ff 
The Accountant’s Report and Certificate, by S. J. Broad; 
Accounting in the Public Interest, by V. H. Stempf; Valua- ff 
tion of Flour Mill Inventories, by J. Pelej. 


The Cost Accountant 
June, 1939: Foundry Costs, by J. Haldane; A Review of the 
Principles and Practice of Cost Accounting, by W. E. Har- 
rison; Cost Accounting during Booms and Slumps, by H. D. 
Jack. 
July, 1939: Prosperity and Depression in the Steel Industry, 
by W. H. Higginbotham; Costing in the Paint Industry, by 4 
C. R. Preston; Works Organisation and Layout, by E. iE 
Kinvig. 
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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.A. 


INWARDS AND OuTWarRDs DELIVERY EXPENSES 


The actual cost to the taxpayer of acquiring goods for sale, 
including freight, insurance, duties of customs and excise, sale 
tax, primage and inwards delivery expenses is an allowable 
deduction in calculating his taxable income. 

The cost to the taxpayer of selling trading stock, including all 
freight and other delivery expenses actually borne by him, is an 
allowable deduction in calculating his taxable income. 

Where a rebate is received in respect of the carriage of goods, 
either inwards or outwards, only the net amount of the cost of 
carriage is a trading expense. 

A quarrying company, in consideration of erecting siding 
accommodation at its quarries, was allowed by the railway 
company concerned a rebate equal to 10 per cent. of the latter’s 
share of the receipts in respect of traffic conveyed to or from the 
siding for a period of ten years, limited, however, to the actual 
amount expended on the siding by the quarrying company. The 
latter claimed that these allowances were repayments of capital 
sums expended by it, and that the railway charges, before 
deducting these allowances, were business expenses and therefore 
deductible in computing its profits. Held that in computing its 
profits the company was entitled to deduct only the difference 
between the railway traffic charges and the allowances granted in 
respect of those charges. Westcombe v. Hadnock Quarries Ltd. 
(1931) 16 Tax Cas. 137. 

The decision in Westcombe v. Hadnock Quarries Ltd., should 
be contrasted with the recent decision of the English High Court 
in Legge v. Flettons Ltd. [1939] 3 All E.R. 220. 

By an agreement between a railway company and a brick 
company, the railway company constructed certain sidings for the 
use of the brick company, who were to pay the cost of the con- 
struction of the sidings, but, after the completion of the sidings, 
the railway company was to re-purchase the sidings in the follow- 
ing manner. If the gross traffic receipts from the traffic of the 
brick company exceeded £15,000 per annum, the railway company 
was to pay to the brick company a sum equal to 5 per cent. of 
the railway company’s proportion of such gross receipts, and the 
total amount of such payments was not to exceed the actual cost 
incurred by the railway company in laying the sidings. Under 
this agreement, which could be terminated by either side by giving 
12 months’ notice, the railway company paid to the brick company 
in one year the sum of £794. It was contended that this sum 
should be brought into account in computing the profits of the 
brick company for that year. Held, the sum in question, though, 
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at the time of payment, made by reference to the railway company’s 
share of freight, was in its nature a capital sum, and should not 
be included in the profits to the brick company. Legge v. Flettons 
Ltd. [1939] 3 All E.R. 220. “Upon the construction of this 
agreement, the commissioners came to the conclusion, first, that 
there was a purchase of the property in the sidings by the company, 
and then in certain circumstances a re-purchase by the railway 
company by instalments measured by reference to the amount of 
freight passing, and that: . the instalments paid by the railway 
company were made to enable it to regain the property in the | 
sidings, and constituted payments of capital.’ I come to the same 
conclusion. I think that the provisions of the agreement as to the 
property in the sidings distinguish this case from Westcombe v. 
Hadnock Quarries Ltd.,” per Lawrence J., p. 223. 

The above cases illustrate the following statement in the judg- 
ment of Lord Wright M.R. in J.R. Comrs. v. Ramsay (1935) 20 
Tax Cas. 79, at p. 94: 

“The decision in any particular case can only be arrived at by 
considering what is the substance of the transaction in question, 9 
and what is the substance of that transaction can only be ascer- § 
tained by a careful consideration of the contract which embodies 
the transaction.” : 















































VALUATION OF TRADING STOCK 
A taxpayer is entitled to value each article of trading stock on 
hand at: 
(a) Its cost price, or 
(b) its market selling value, or 
(c) the price at which it can be replaced. 


Commonwealth Act, S. 31, and corresponding provisions of State © 
Acts. 

(a) Where the taxpayer values any article of trading stock at J 
cost price, the valuation should be made with reference to landed © 
cost, i.e., including the proper proportion of inwards freight and & 
other charges applicable thereto. J 

(b) Market selling value means the realisable value. Halsbury's § 
Laws of England, 2nd Ed., Vol. XVII, p. 123, footnote. It is & 
considered to represent the sum at which the taxpayer can sell § 
the goods in the normal course of trade on the last day of the 
year of income, after deducting the selling and delivery expenses 
attributable to those goods if a sale had been made by the taxpayer © 
on that date. The question as to what goods in stock are worth # 
on a given day “involves the contemplation of some market, 
because it is not to be supposed that you would value—and it § 
would not be right, of course, to do so—the cloth at a figure which J 
you could get by having a break-up sale, or a forced sale, or J 
anything of that sort,” per Rowlatt J. in Brigg, Neumann & Co. & 
v. I.R. Comrs. (1928) 12 Tax Cas., at p. 1,202. : 
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(c) Replacement price means the price at which the taxpayer 
can buy the goods on the last day of the year of income. 

Cloth merchants had in stock some good and some defective 
stock; as to the latter there was a right of replacement or a right 
to sell and recover (under a contract) the difference between 
sale price and cost price from the manufacturers ; as regards good 
cloth, or cloth which was replaceable with good cloth, the company 
claimed to be allowed to value at the replacement price (being 
less than cost) as if an order had been placed on the day to which 
its accounts were made up for delivery in three months (the usual 
trade terms); as regards other defective cloth, the company 
claimed to be allowed to value as such and not to take account 
of the right of recovery of the full cost price from the manufac- 
turers. Held: that the good cloth was to be valued at replacement 
price on balance date, and defective cloth at cost price. Brigg, 
Neumann & Co. v. I.R. Comrs. (1928) 12 Tax Cas. 1191. 





STocK IN TRANSIT 


Section 28 of the Commonwealth Act, and the corresponding 
provisions of the State Acts, require the value of all trading stock 
on hand at the beginning and end of the year of income to be 
taken into account in ascertaining whether or not the taxpayer 
has a taxable income. “Trading stock in hand means stock which 
has been delivered. The fact that the property in goods has passed 
or that the power to dispose of them has been acquired by a 
purchaser does not of itself entitle the latter to include such stock 
as stock in hand.” Halsbury’s Laws of England, 2nd Ed., Vol. 
XVII, p. 123. 

In Green (J.W.) & Co. v. I.R. Comrs. [1927] I.R. 240, it was 
held that goods in transit to the appellants were not stock in hand. 

The following additional cases illustrate the position: 

A company had entered into a contract for the purchase of 
goods to be delivered after the end of the accounting period. At 
the end of that period, it became evident that the company was 
liable to pay for the undelivered goods at prices considerably in 
excess of current prices. Held, that the loss had not been suffered 
in the accounting period, and that the decrease in value could not 
be taken into account until delivery was made. (J. H. Young & 
Co. v. I.R. Comrs. (1925) 12 Tax Cas. 827.) 

A biscuit manufacturing company bought biscuit tins from 
another company, which in turn bought tin plates for the purpose 
of manufacturing biscuit tins. An anticipated boom in the sale 
of biscuits failed to materialise, and the tin box company had in 
stock partly and completely manufactured biscuit tins, a large 
stock of tin plates far in excess of current requirements, and more 
tin plates were due for delivery to it. The whole of these goods 
were invoiced and appropriated to the biscuit manufacturing 
company just before the end of the latter’s final accounting period 
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for English Excess Profits Duty, and the stock was then written 
down in the accounts of the biscuit company to market value 
(being considerably less than cost), thus reducing the profits for 
that period. Held, that the stock was not stock on hand and the 
difference between cost price and market value could not be 
deducted. J.R. Comrs. v. Huntley and Palmers Ltd. (1928) 12 
Tax Cas. 1209. 





DEPRECIATION OF ELEcTRIC DopGEMS AND SURFO PLANES 
(RuBBER) 
Federal 
The Federal Commissioner of Taxation advises that the follow- 
ing additions and alterations have been made to Income Tax 


Order No. 1217, which contains the rates of depreciation fixed 
by the Commissioner for allowance in income tax assessments. 


Percentage 
Additional Items allowed 
et I kc ke bas Se 0d 46 20 be 74% 
Amusement Park Plant— 
(1) Scooter Boats and Electric Dodgems 
(i) Vehicles themselves, plus their own 
internal electric motors and their own 
trolley rods .. CRI FEN ee See 334% 
(ii) Electric equipment and __ structural 
equipment for providing respectively 
power to drive the vehicles and struc- 
tural equipment to accommodate them 
Nf ee ae 59% 
(2) Midget Cars 
Oe I OR ia is: wk: ek ee, oe) ce 
(OR hy are | 
CB 8 ae ee 
kw ee Ll 
Butter Factory Plant— 
Butter Packing Machines .. .. .. .. .. 10% 
Can Washing Machines .. .. .. .. .. .. 10% 
SE ED 65 ba o6 $4.00 be. 50-48 ne ee 
Coons Fraps .. .. 0 0s 10% 
Dry Battery Manufacturing Plant— 
Rock Crushing Machine .. .. .. .. .. .. 10% 
Powdering Barrel Mill .. .. .. .. .. .. 74% 
Dolly Making Machines— 
ee ree 10% 
ED ce da led Wa deco xe we 5% 
Stamper Machine Tools .. .. .. .. .. .. 5% 


Sifting Machine (Disintegrator) 74% 
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Cathode Filling Machines— 


Not subject to chemical action .. .. .. 5% 
Subject to chemical action .. .. .. .. -. 74% 
Cathode Mixing Machines .. .. .. .. .. 10% 
CN TED 66 we <0 00 Se os! We oe 00 5% 
Wrapping Machines and associated appliances 5% 
Bobbin Tamping Machine .. .. .. .. .. 5% 
Wetness Testing Machine .. .. .. .. .. 74% 
TIE Ss 5c ce oe oe 4s Se be Se 60 40 a0 08 5% 
Moen Siome purchemed .. .. 20 oe oe oe oe oe 0 5% 
Surfo Planes (rubber) i: ee be ck aah ox ~3e 
Tanks used as containers of butter-milk in the 
pig-farming industry .. .. .. .. .. .. .. .. Replacements 
Wireless Sets in public places of amusement .. .. 10% 


Alterations : 
Farmers’ Plant (see also Primary Industries )— 
Previously Now 


OO ee ee Se ee 24% 
eee eeu 24% 


The list contains some fascinating additions. Whilst at a factory 
recently, I was asked how a newly-acquired 8-feet diamond snake 
should be treated for depreciation purposes. The gentleman, 
named Charles, was bought for £1 for the purpose of keeping down 
rats in the factory, replacing the squadron of cats, who had become 
too lazy for the job. I advised that the cost of acquiring Charles 
was deductible in full as a maintenance expense of the year of 
payment. I realise that Charles will produce income not only in 
the current year, but also in future years, by protecting the tax- 
payer’s trading stock, but as the Privy Council pointed out in 
Ward & Co. Ltd. v. C. of T. (N.Z.) [1923] A.C. 145: “In every 
trade, much of the expenditure in each year .. . is designed to 
produce results wholly or partly in subsequent years; but, never- 
theless, such expenditure is constantly allowed as a deduction for 
the year in which it is incurred.” 


New South Wales 

The Taxpayers’ Association of New South Wales has asked 
the N.S.W. Commissioner for advice as to the extent to which 
the rates of depreciation set out in Federal I.T.O. No. 1217 apply 
for N.S.W. Income Tax and Special Income Tax purposes. 

The N.S.W. Commissioner has advised as follows: 

“Generally speaking, the rates set out in Schedule C have been 
adopted for State purposes and are applied to the majority of 
taxpayers. There are certain exceptions, however. 

“Under Section 54 (2) (b) of the Commonwealth Act, plant is 
defined to include fences, dams and other structural improvements 
on land which is used for the purpose of agricultural or pastoral 
pursuits. The definition of plant in S. 64 (2) of the Income Tax 
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(Management) Act 1936 is not similarly extended. The rates 
fixed for those items under Income Tax Order No. 1217 do not 
therefore apply for State purposes. 

“The headnote to Schedule C of the Order states that the rates 
shown are those fixed for plant of average type used under normal 
working conditions and that special conditions may require either 
a higher or a lower rate. In many instances rates of depreciation 


have been fixed for State Income Tax purposes having regard ff 


to the facts of the particular business. Schedule rates are not 
necessarily adopted in such cases. 

“Subject to exceptions such as those mentioned, the rates of 
depreciation set out in Federal Income Tax Order No. 1217 may 
be regarded as applying for both Federal and State Income Tax.” 


INCOME AND CAPITAL EXPENDITURE 


Loss arising out of Loan made for purpose of obtaining continu- 
ance of Selling Agency 

The taxpayer company agreed to lend a firm, which acted as 
managers for certain whaling companies, a sum of money to enable 
the firm to take up shares in a newly-formed whaling company, 
on a verbal assurance given by the firm that the taxpayer company 
would continue to be the sole selling agent in Europe for the 
whaling companies managed by the firm. Later the taxpayer 
company lost the selling agency and, after pressing without success 
for repayment of the loan, wrote it down to the value of the 
security held by it. Held, that the loan was of a capital nature, 
and any loss sustained was not an allowable deduction. Henderson 
v. Meade-King Robinson & Co. Ltd. (1938), 22 Tax Cas. 97. 
“The object in the present case was to secure a continuance of the 
respondent company’s agency for the whaling companies, just as 
the object of the payment by the company in Atherton’s case 
({1926] A.C. 205; 10 Tax Cas. 155) was to secure a contented 
staff. In both cases the object might have failed, but the question 
is: was the object of the payment of a capital nature? It was no 
part of the business of the respondent company to buy and sell 
agencies. It follows that money expended in securing agencies 
or the continuation of agencies was not the capital which the 
company turned over in its business, but the capital which it 
utilised to be the source of income which would accrue to it for 
its activities in the agency. Such expenditure is not, in my 
opinion, an allowable deduction under the Income Tax Acts,” 
per Lawrence J. at p. 105. 





ForREIGN CURRENCY TRANSACTIONS 


Under an agreement of August 20, 1930, an English company, 
all the shares in which were owned by an American company, 
was granted a licence to distribute within a defined area the 
cinema films of the American company. The agreement provided 














of 
N 








itinu- & 


ad as 
nable 
pany, 
pany 
r the 
ayer 
ccess 
T the 
ture, 
son 

97. 
f the 


st as § 


case 
nted 
stion 
s no 
sell 
Icies 
the 
h it 
for 
my 
sts,” 


any, 
uny, 








1939 THE AUSTRALIAN ACCOUNTANT 107 





that the English company should pay to the American company 
70 per cent. of the gross receipts, less certain authorised deductions. 


By a letter written on behalf of the American company on August 


14, 1930, the English company was instructed to keep its accounts 
with the American company by reference to a fixed rate of 
exchange, the difference between that rate and the actual rate 
being passed to a suspense account. Owing to delay in payment 
and a fall in the value of the English pound, large adverse 
differences were shown in the suspense account. The English 


» company’s accounts were, in the first place, made up on a 
> sterling basis, without regard to the suspense account, and it was 
© assessed to tax accordingly. Later, the company claimed a 
refund of tax under S. 24, Finance Act, 1923, on the ground that, 
© as the agreement and letter together required payment in dollars, 


the adverse differences in exchange were deductible in computing 
its profits. Held, that the company’s debts to the American 


company were dollar debts and that the company’s claim should 


be allowed. Radio Pictures Ltd. v. I.R. Comrs. (1938), 22 Tax. 
Cas. 106. 





QUEENSLAND CoMPANy TAx 


The following is an interesting example of the curious workings 
of the Queensland Act. 

A company trading in Queensland, being a subsidiary of a 
New South Wales company, has a paid up capital of £4. It 
commenced operations in 1935 and showed a loss for the income 
year 1935-36. 

For 1936-37 a taxable income, after deducting the 1935-36 loss, 
is shown of £633. The ratio of profits (£633) to capital (£4) 
exceeds 19 per cent., and thus the maximum rate of 63 pence 
plus 20 per cent. super tax is imposed. The company pays 
Queensland tax amounting to £199. 

For 1937-38 a profit of £206 is derived. The rate of tax is 
then calculated as follows: 





Paid-up Capital .. .. £4 
Plus Taxed Reserves—Balance of P. "and . 
Appropriation Account at 1/7/1937 .. .. 563 
Capital for Rate purposes .. .. .. .. .. .. £567 
Profits (Sec. 34 (2)): 
ET ee a 
Deduct— 


Federal Income Tax (£31), and State Income 
Tax (£199), ae 7 in —- of 1937 
profits .. .. 230 





Profits for Rate purposes .. .. .. .. .. .. Nil 
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As the ratio of profits to capital does not exceed 6 per cent, 
the minimum rate of 1/9 is imposed. 
Although the income varies to a small extent, the rate imposed 
varies from the maximum rate in 1936-37 to the minimum rate 


in 1937-38. 


’ 





THE PATH OF THE AMERICAN TRANSGRESSOR 


Litigation resulted from the refusal of the then State Insurance 
Superintendent to approve an increase of 16 2-3 per cent. in 
Missouri (U.S.A.) fire insurance rates. The Federal Court 
ordered the impounding of the difference between the old rate 
and the increased rate until the litigation was settled. Mr. Thomas 
J. Pendergast, political boss of Kansas City, was paid $315,000 
by the insurance companies concerned for his part in bringing 
about the release of the $9,000,000 so impounded. By accident, 


the U.S.A. Federal taxation authorities discovered the payment. § 


This led to an investigation of Pendergast’s affairs, and it was 
found that he had omitted £1,240,746 assessable income from his 
returns for the 11 years ended 1937. His punishment illustrates 
the American method of dealing with tax evaders: 
(1) Automatic penalties corresponding to our additional tax 
were imposed, amounting to $279,415 (about 50 per cent. 
of taxes evaded). 


(2) He was prosecuted; fined $10,000, and sentenced to serve | 


15 months in a Federal penitentiary, this despite evidence 
of age and illness. 





Trusts IN Favour oF UNMARRIED MINoRS 


Section 129 (2) of the New South Wales Income Tax 
(Management) Act provides as follows: 

“Where by virtue or in consequence of any disposition made, 
directly or indirectly, by any person either before or after the 
commencement of this Act, any income is payable to or accumu- 
lated, or applicable for the benefit of a child of that person, such 
income shall, if and so long as the child is a minor and unmarried, 
be deemed for the purposes of this Act, to be the income of the 
person, if living, by whom the disposition was made. 

The Acts of the other States contain similar provisions, except: 

(a) In the case of New South Wales, Queensland and South 

Australia the assessment is mandatory. In the case of 
Victoria, Western Australia and Tasmania, the assessment 
is discretionary. 

(b) In all cases the assessment is made upon the settlor, except 

Tasmania, where the assessment is made upon the trustee. 

Section 21 (1) of the English Finance Act, 1936, provides that 
“where, by virtue or in consequence of any settlement to which 
this section applies and during the life of the settlor, any income 
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is paid to or for the benefit of a child of the settlor in any year 
of assessment, the income shall, if at the commencement of that 
year the child was an infant and unmarried, be treated for all 
the purposes of the Income Tax Acts as the income of the settlor 
for that year and not as the income of any other person.” The 
word “settlement” is, by S. 21 (9) (c), defined as including “any 
disposition, trust, covenant, agreement, arrangement or transfer 
of assets. . .” Section 21 (9) (c) provides that “. . . the 
expression ‘settlor’ in relation to a settlement, includes any person 
by whom the settlement was made or entered into directly or 
indirectly, and in particular (but without prejudice to the 
generality of the foregoing words of this definition) includes any 
person who has provided or undertaken to provide funds directly 
or indirectly for the purpose of the settlement, or has made with 
any other person a reciprocal arrangement for that other person 
to make or enter into the settlement.” 

In 1935, a company was formed by the respondent to take over 
his business with a capital of £1,000 in £1 shares, which were 
equally held by the respondent and his wife. On March 18, 1937, 
at an extraordinary general meeting, the capital of the company 
was increased to £6,000, and it was provided that 25 preference 
shares should be created of £200 each, entitled to a 10 per cent. 
preferential dividend and to participate with the ordinary shares 
equally in the surplus. These preference shares were allotted to 
relations of the respondent and his wife, and two such shares were 
allotted to their two children in consideration of a payment of 
£10 each in cash. It was proved that the children had had in 
their own names certain savings certificates, which would have 
provided the moneys to pay for these shares. By this issue of 
shares, therefore, the company obtained £250 capital. On March 
31, 1937, a dividend of 20 per cent. was declared, free of tax, 
and the respondent’s children each received the sum of £40. 
Claims were then put forward by the respondent for return of 
the tax on the sum of £40 for each of the children. Shortly 
afterwards, a resolution was passed to call up £40 per preference 
share. The question was whether or not the transaction by which 
these shares were created and issued, and in consequence of which 
this income was paid to the children, fell within the provisions of 
the English Finance Act, 1936, S. 21. Held, this was not a bona 
fide commercial transaction. The respondent was a “settlor,” 
and the transaction was a “settlement,” within the meaning of 
S. 21 (9) (b) (c). Copeman v. Coleman (1939) 3 All E.R. 
224. “In my opinion, it is impossible to come to any other 
conclusion than that this was not a bona fide commercial trans- 
action, and it appears to me that there was a disposition within 
the meaning of the definition in Sub-section (9), or an arrange- 
ment in the nature of a disposition within the meaning of that 
sub-section. I am also of opinion that the respondent was a 
settlor within the meaning of Sub-section (9) (c). I am unable 
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to see how the word ‘indirectly’ can be limited in the way which 
is suggested so as to exclude the settlements which are made 
through the interposition of the company.” Per Lawrence J. at 
p. 227. 





Bonus SHARES 


Under Section 6 of the Commonwealth Income Tax Assess- 
ment Act, 1936, “dividend” includes any distribution made by a 
company to its shareholders, whether in money or other property, 9 
and any amount credited to them as shareholders, and includes the & 
paid-up value of shares distributed by a company to its share 
holders to the extent to which the paid-up value represents a § 
capitalisation of profits. : 

Section 44 (1) (a) provides that the assessable income of a 
shareholder in a company shall, subject to Section 44, include § 
dividends paid to him by the company out of profits derived by 
it from any source if the shareholder is a resident. Section 44 
(2) provides that the assessable income of a shareholder shall 
not include dividends—(b) paid wholly and exclusively out of & 
. . . (iii) profits arising from the revaluation of assets not 
acquired for the purpose of re-sale at a profit or from the issue © 
of shares at a premium, if the dividends paid from such profits 


are satisfied by the issue of shares of the company declaring the 7 


dividend. 

Company A held 117,414 shares in Company B. These shares, © 
which had not been acquired for the purpose of resale at a profit, 
were valued in Company A’s balance sheet at September 30, 1934, 
at cost, £119,861. In December, 1934, Company B allotted to 
Company A 58,707 shares by way of bonus, thus increasing its 
holding to 176,121 shares. No alteration in the value of the § 
holding was made at the time in the books of Company A, and in 
its balance sheet at September 30, 1935, the 176,121 shares © 
appeared therein at £119,861, which was considerably less than 
their market value. In October, 1935, Company A substituted 2 
valuation of 24/- per share for the 176,121 shares for the amount ff 
at which they appeared in the balance sheet, and out of the & 
surplus of £91,483/19/-, distributed £87,500, which was satisfied FF 
by the issue of 100,000 fully paid shares of 17/6. The appellant 


was allotted 801 of these bonus shares. Held, that the amount 


which Company A applied, in order to pay up in full the bonus 
shares to its shareholders, was not paid wholly and exclusively out 
of profits arising from a revaluation of assets, so as to come within 
the exemption contained in S. 44 (2) (b) (iii) of the Common- & 
wealth Income Tax Assessment Act, 1936, and that the bonus 


shares were part of the assessable income of the shareholders & 


under S. 44 (1) (a) thereof. Dickson v. F.C. of T. (1939) | 


A.LT.R. 465. “The valuation of the 117,414 shares at cost was 


undoubtedly a genuine valuation. The appellant justifies the 
retention of the sum of £119,861 as the figure at which the § 
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increased holding should be represented in the balance sheet of 
September 30, 1935, by the proposition that the allotment of 
bonus shares to a shareholder does not necessarily add to his 
wealth. This proposition is not universally true of every allot- 
ment of bonus shares by any company. An addition of bonus 
shares to those already held by a shareholder may increase the 
value of his holding of shares in the company. I am satisfied in 
this case that the value of the holding which the Castlemaine 
Company had in the Carlton and United Breweries Ltd., was 
substantially increased by the allotment to it of 58,707 bonus 
shares in December, 1934. The Act, however, does not lay 
down any criterion of valuation for the purposes of S. 44. The 
Castlemaine Company might have valued the increased holding 
of shares at the sum of £119,861 if it determined to adopt a 
conservative valuation. . . But I am not satisfied that the Castle- 
maine Company did truly value its holding of 176,121 shares at 
£119,861, although its balance sheet stated that amount as the 
value of the shares. . . The inference which I draw from the 
evidence is that the valuation of £119,861 was retained for the 
increased holding of shares, not because it represented the 
valuation which the company then placed upon its total holding 
of shares, but as a step in a scheme to disclose a predetermined 
surplus, which would be produced by writing up the value of 
the shares to 24/- each. . . The so-called valuation at £119,861 
and the so-called revaluation at 24/- per share were figures 
selected by the company in order to produce the surplus which 
it determined to distribute by way of bonus shares among its 
shareholders and in the distribution of which the appellant was 
allotted the bonus shares now in question.” Per McTiernan J. 
at pp. 467-8. 

It follows from this judgment that where, for example, the 
goodwill of a company stands at “nil” in its books and “as a step 
in a scheme to disclose a predetermined surplus,” the company 
first “values” the goodwill at a fictitious value and then “values” 
it in accordance with its true value, so as to constitute a 
“revaluation,” a bonus share distribution out of the “profit” is 
not exempt under S. 44 (2) (b) (iii). 





Victor1aA’s Proposep Rates oF ORDINARY INCOME TAX FOR 
THE FINANCIAL YEAR 1939-1940 


Details of the proposed rates of ordinary income tax were 
published in the press recently. These proposed rates disclose 
a big discrepancy between the rate of tax payable by a company 
—2/- in the £—and the maximum rate on income from property 
payable by an individual taxpayer of 3/4 in the £ on incomes 
of £10,000 or more. 
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In a note published in the March issue of The Australian 
Accountant, a subscriber pointed out that, as Victoria did not 
make dividends subject to ordinary income tax, or subject 
undistributed profits to tax, the company rate of tax should be 
at least equal to the maximum individual rate of tax payable. 

If the proposed rates are adopted and the Assessment Aet 
is not altered as suggested below, wealthy individuals who invest 
their capital in companies will be subject to much less tax than 
those who do not. The following examples serve to illustrate 
the truth of this statement. 


Example 1 
Income £10,000 
Individual Property Tax on £10,000 .. .. £1,666 13 4 
Company Tax on £5,000 . .. £500 0 O 
Individual Tax on £5,000... 68710 O 
——_——_ 1,187 10 0 


UT TNL 6: ns 0 We 4 568 neq .. oe 


Example 2 
Income £25,000 
Individual Property Tax on £25,000 .. .. £4,166 13 4 
Company Tax on £23,000 .. £2,300 0 0 
Individual Tax on £2,000 .. 196 13 4 
———-_ 2,496 13 4 


fe rae le 








It makes no difference at present, so far as ordinary income 
tax is concerned, whether the company’s income is distributed 
as dividends to the individual or not. 

The subscriber is not suggesting that the Victorian Government 
is deliberately making a loophole for wealthy taxpayers to escape 
taxation, but the loophole would, nevertheless, exist under the 
proposed rates. 

To close this loophole, it would be necessary for all dividends 
to be made subject to ordinary income tax when the rate of tax 
on property income exceeds 2/- in the £, which rate is reached 
on incomes somewhere between £2,000 and £3,000, according to 
the published table. A rebate of 2/- in the £ should then be 
allowed. In addition, it will probably be necessary to impose 2 
tax on undistributed incomes of private companies similar to 
that imposed under Sections 103 to 109 of the Commonwealth 
Act. The Commonwealth and certain other States have found 
this tax necessary, and there is no reason to doubt that wealthy 
Victorians, like other taxpayers, are anxious to avoid, by legal 
means, paying any more tax than they need. 
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Sales Tax: ‘**Sale Value’ of Goods 


Hicu Court JupGMENT REVIEWED 
By H. R. Irvinc, A.c.a. (AUST.), A.C.1.S. (ENG.) 


In the preparation of their monthly sales tax returns, taxpayers 
are often confronted with many problems affecting the determina- 
tion of their liabilities. 

The general scheme of the sales tax legislation is to impose 
sales tax upon the “sale value” of goods which are the subject of 
certain specified transactions in Australia. The term “sale value” 
was used (rather than “sale price”) because tax is payable on 
transactions other than “sales’’ of goods as well as on sales. 

Section 18 of Sales Tax Assessment Act (No. 1), 1930-1936, 
provides that the “sale value” of goods which are sold by the 
manufacturer thereof to an unregistered person or to a registered 
person who has not quoted his certificate in respect of that sale 
shall be— 

“(a) where the goods are sold by wholesale—the amount for 

which those goods are sold; 

“(b) where the goods are sold by retail— 


“(i) if the goods are of a class which the manufacturer 
himself sells by wholesale—the amount for which 


the goods would be sold by the manufacturer if sold 
by wholesale ; 

“(ii) in any other case—the amount for which those goods 
could have been purchased by the taxpayer from 
another manufacturer if that other manufacturer had 
manufactured those goods in the ordinary course of 


” 


his business for sale to the taxpayer. . 


Although that section relates only to goods sold by the manu- 
facturer, Section 4 of the Sales Tax Assessments Acts, Nos. 2, 
3,6 and 7, which relate to goods sold by a registered person other 
than the manufacturer of the goods, also provide that the sale 
value of the goods shall be “the amount for which those goods 
are sold” if the purchaser doés not quote his certificate. 

But where such goods are sold by retail by a registered person 
who has quoted his certificate when purchasing or importing the 
goods, the “sale value” is declared to be “the amount which would 
be the fair market value of those goods if sold by him (the vendor) 
by wholesale.” 

If a registered person sells by retail goods in respect of the 
purchase or importation of which he was not entitled to quote and 
did not quote his certificate, no sales tax is payable in respect of 
such retail sales. 

From the abovementioned provisions of the law, it is clear that 
sales tax is payable on the wholesale selling value and not on the 


c 
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retail selling prices of goods sold by a registered person where the 
retail price is in excess of the wholesale selling price. 

It is also part of the scheme of the Acts that sales tax shall not 
be paid on sales tax, for Section 18 (5) of Assessment Act (No, 
1) provides that “For the purposes of this Section, the sale value 
of goods shall not be taken to include any amount payable in 
respect of sales tax.” A similar provision appears in Section 
4 (3) of Assessment Acts Nos. 2, 3, 6 and 7. : 

In order that the purchaser might be in a position to check the 
amount of sales tax charged to him by a vendor, the original Ac ff 
was amended to provide that, in the case of a sale of goods by 
wholesale by a taxpayer whereof he becomes liable to pay sales Ff 
tax, the taxpayer shall state upon the invoice delivered by him tof 
the purchaser in respect of the transaction the amount of sales tax 
payable in respect thereof. The penalty for default is 4109 
(Section 70c of Sales Tax Assessment Act (No. 1)). : 

This Section does not make it compulsory for a registered 
person to issue invoices for goods sold by wholesale, but iff 
invoices are so issued they must “state . . . the amount of sales FF 
tax payable.” : 

In Sales Tax Law, 1930-1935, the Commissioner states 
“... this provision (Section 70c) of the law relates only to sale § 
by wholesale. In the case of a retail sale of goods, the right of F 
a registered vendor to pass on tax which is payable by him inf} 
respect of that sale, or the right of a registered or unregistered 
vendor to pass on the tax paid by or passed on to him when he F 
imported or purchased the goods, depends on whether he includes F 
such tax in the price for which he contracts to sell the goods by 
retail.” 

Section 70c does not, however, preclude a registered person — 


from charging tax-inclusive prices of goods sold by wholesale. Inf i 


order to comply with the law, it is merely necessary to state upon & 
the invoice “the amount of sales tax payable in respect thereof.” F 
Contrary to a somewhat general belief, the Section does no 
require that the amount of sales tax payable shall be charged tof 
the purchaser. 
But Section 70p of Sales Tax Assessment Act (No. 1) provides f 
that any person who has paid or is liable to pay an amount of 
sales tax in respect of any goods, or who has purchased goods a F 
a price which includes an amount in respect of sales tax payable 
by the vendor shall not, subject to a penalty of £100, upon the sale Ff 


or offer for sale of those goods, demand or receive or seek tof jy ; 


receive any sum of money (whether included in a larger sum or 
not) in excess of that amount upon the pretence that that sum has & 
been paid or is payable by him as sales tax, or has been included 
in respect of sales tax in the price paid by him for the goods § 
It frequently happens that, in order to effect sales of goods by § 
wholesale, the vendor has to incur expenses for freight, insurance 
and other charges, and the question necessarily arises as to what & 
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is “the amount for which those goods are sold.” In this connection, 
the Commissioner has ruled as under: 


In determining what is the amount (or price) for which goods are sold, 
regard must be had to the terms of each particular contract and the intention 
of the parties. The price for which goods are sold may be fixed by the 
contract, or be determined in a manner agreed upon between the seller 
and the purchaser. If the vendor quotes to the purchaser a price which 
is inclusive of certain costs and charges for making delivery, and which 
the vendor is to bear, the amount quoted is the sale price (and therefore 
the “sale value”) of the goods. Expenses incidental to making delivery of 
the goods, which are to be borne by the purchaser, could not form part 
of the price. This position would not be altered because a vendor may, 
or may not, invoice the charges connected with a sale of goods as a 
separate item. 

The principle stated above applies particularly in regard to f.o.b. and 
cif. contracts. Where goods are contracted for on the terms that they 
are to be shipped “free on board,” the seller must defray the expenses of 
and up to shipment; and where the price is to include freight and insurance, 
or, as it is said, on c.if. terms, the seller, as between himself and the 
buyer, is chargeable with the amount of the freight and insurance charges, 
and the buyer, if he has paid either of those charges, may take credit 
therefor. Where goods are sold f.o.b., the price (or sale value) chargeable 
to the purchaser would include all charges incurred by the vendor in 
placing the goods on board the vessel or train, etc., and where the goods 
are sold on a c.i.f. basis, the price would include all charges up to the 
place of discharge. The price chargeable to the purchaser in each of the 


| classes of contracts mentioned is the “sale value” for sales tax purposes. 


It will be seen from the foregoing that the manner in which charges 


> connected with a sale of goods are invoiced by the vendor is not, in 


itself, a determining factor in deciding whether or not those charges 


| form part of the “sale value” of goods for sales tax purposes. 


It should be carefully noted that, in every case, the sale price of goods 


|} necessarily includes all amounts charged by the vendor to the purchaser 


which represent elements in the actual cost to the vendor of bringing 


) the goods into the condition and location in which he puts them up 


for sale. Hence the vendor is not entitled to deduct from the sale 


§ value of goods sold by him by wholesale any amounts which are so taken 
into account as elements of cost (e.g., inward freight), and which he 
) may see fit to charge to the purchaser as separate items on the invoice. 


—Sales Tax Law, 1930-1935, and 1938 Supplement. 


The legality of the Commissioner’s ruling was tested in 
Commonwealth Quarries (Footscray) Pty. Ltd. v. Commissioner 


reference to the High Court from the Board of Review following 
the hearing of an objection by the company to an assessment 
issued by the Commissioner. 

The company, being a manufacturer within the meaning of 


the Sales Tax Acts, sold its products by wholesale and retail, 
} m accordance with a price list issued by an Association of which 
» it was a member. In fixing the prices, consideration was given 
) to the distance the goods had to be carried, and varying prices 


were therefore fixed for different places of delivery. The invoices 
rendered to the buyers did not, however, state any reference to 
cartage. 

In lodging its monthly sales tax returns the company deducted 


from the amounts charged to its customers the amounts actually 
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paid by it to independent carters for cartage and also an amount 
of sales tax calculated on the ex-quarry price of the goods, and 
paid tax on the balance of the price. 

The Commissioner contended that the “sale value” of the goods 
for purposes of the Act was the amount charged to the customers, 
and the matter was referred by the Board of Review for determina- 
tion of the High Court. 

For the company, it was claimed that the particular terms of 
the particular contract are not the determining factor, but that 
tax should be assessed only on the wholesale selling value as 
defined in Section 18 of Sales Tax Assessment Act (No. 1). 
The “sale value” for the purposes of the Act was not the contract 
price if that price includes something for sales tax. 


The following extracts from the judgments are quoted: 


Latham C.J.: 


Some of the sales in respect of which tax is sought to be levied were 
by wholesale and others were by retail. An inclusive definition of sale 
of goods by wholesale is to be found in S. 3 of the Act. It is unnecessary 
for the purposes of this case to examine the provisions which are applied 
for the purpose of determining whether a particular sale is a sale by 
wholesale or by retail, because, as already stated, it is agreed between 
the parties that certain sales were by wholesale and others were by retail. 

The retail sales in question were such as to make S. 18 (1) (b) 
applicable because the goods were of the class mentioned in the Sub-section. 

In the present case it is in my opinion clear that the amount for which 
the goods were sold was the amount which was agreed to be paid for the 
goods delivered at the point at which the taxpayer-vendor agreed to 
deliver them. 

The prices in the case of all sales which within the meaning of the Act 
were sales by retail were exactly the same prices as in the case of sales 
by wholesale and what I have said as to the sale value in that case 
applies also to the retail sales. 

I am therefore of opinion that the statute contains no authority for the 
deduction claimed by the taxpayer and that the Court should accordingly 
answer the question of law submitted to it by declaring that upon the 
proper construction of the Sales Tax Assessment Act the sale value of 
the said goods for the purposes of the said Act is the amount charged to 
the customers for such goods without any deduction for costs of cartage. 


Dixon and McTiernan JJ.: 


In a contract under which, for a single lump sum of money, a party 
undertakes to do various things, including the transfer of property m 
goods, it is quite true that the entire money consideration or contract 
price cannot be regarded as the amount for which the goods were sold. 
In such a case the amount for which the goods were sold could not bk 
ascertained from the transaction except by allocating part of the considera 
tion to the other acts or things to be done by the seller. But delivery is s0 
essential to a sale of goods that it cannot be distinguished in this manner 
from the sale as a separate and independent act or service to which part 
of the consideration forming the selling price must be allocated. The place 
where the goods are or are to be when delivery is made is a matter which 
affects buyer and seller in fixing the price. But when the price is fixed 
it is taken to be the amount for which the goods are sold, whether the 
goods are already at that place, or the seller, to fulfil the contract, must 
still carry them there. 
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In our opinion the question referred to this Court by the Board of 
Review should be answered:—The sale value of the goods for the purpose 
of the Sales Tax Assessment Act (No. 1) 1930-1935, is the amount 
charged to its customers by the taxpayer for the goods mentioned in 
the stated case. This answer is subject to the possible application in any 
given case of S. 18 (5). 

Thus, the question referred by the Board of Review was 
answered by the High Court deciding that the sale value of the 
said goods for the purposes of the Act is the amount charged to 
its customers by the taxpayer company for such goods, less the 
amount, if any, properly allowable under S. 18 (5) of the Act 
as an amount payable in respect of sales tax. 

The Court did not then decide what amount, if any, was 
properly allowable under Section 18 (5) of the Act as an 
amount payable in respect of sales tax. 

The Board of Review, however, later determined that the 
amount allowable under Section 18 (5) was the amount which 
was properly payable calculated upon the total sale value of the 
oods. 

' The question was again referred to the High Court for 
determination as to whether the amount to be deducted from the 
amount charged by the company to its customers was the amount 
actually paid by it for sales tax, or the amount which should have 
been paid by it for sales tax on the sale value of the goods as 
assessed by the Commissioner, or some other and what amount. 

The Court answered the question referred by declaring that, in 
ascertaining the sale value of goods sold in the circumstances of 
the case, the amount to be deducted pursuant to Sub-section 5 of 
Section 18 from the amount charged for such goods is the amount 
which should have been paid by the company for sales tax on the 
sale value of the said goods. (1939) C.L.R. 61, 114. 


Comments : 

The effect of the High Court’s judgment, insofar as it concerns 
the determination of the sale value of goods sold at a tax-inclusive 
selling price, and where the tax is payable on “the amount for 
which the goods are sold” is that the sale value shall be twenty 
twenty-firsts of the selling price, and one twenty-first represents 
sales tax (where the rate of tax in operation is 5 per cent.). 

_It is interesting to note the following extracts from the 
judgment of Latham C.J. in regard to the submissions made on 
behalf of the Commissioner : 

For the appellant it was contended that, in ascertaining the sale value 
of goods the amount to be deducted from the sale price is the amount 
charged by the company for sales tax, that is, the amount calculated in 
the total price to the customers. . . Sale value does not include sales tax, 
and, where in transactions no mention of sales tax is made, it is urged 
for the appellant that it cannot be said that any sales tax has been paid, 
and, no reference to it having been made, then no deduction can be 
allowed. . . ’ 

In other words, it was contended for the Commissioner that, 
if no specific mention is made of sales tax charged to customers, 
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then it cannot be claimed that the tax has been paid and passed 
on to the purchaser, and therefore the taxpayer is not entitled 
to any allowance in respect of sales tax from a tax-inclusive selling 
rice. 
. Although the Commissioner’s view was not upheld, it should 
be noted that the contention is in marked contrast to his attitude 
regarding refunds of tax overpaid, in respect of which he main- 
tains that if goods are sold at a profit, the amount of tax paid or 
payable in respect thereof is, prima facie, passed on to the 
purchaser, even though no specific mention of sales tax is made! 





Legal Decisions of Interest to Accountants 
By J. A. L. Gunn 


Non-DISCLOSURE BY AN AGENT OF SECRET PROFIT 
R, who wished to buy a house suitable for conversion into flats, FF 


instructed S. to furnish her with particulars of houses suitable F : 


for that purpose. Soon afterwards S inspected a house and § 
ascertained that it could be bought for £2,000. He thereupon § 
procured his brother-in-law to be his nominee to buy the house § 
for himself for £2,000, and then entered into a fictitious trans- Ff 
action with his brother-in-law, under which he purported to buy 
the house from his brother-in-law for £4,500. S told R that he 
had bought the house for £4,500, and would sell it to her for 
£5,000, and R_ bought the house for that sum. Held, that R 
was entitled to recover from S. whatever profit he made on the 


transaction. Regier v. Campbell-Stuart [1939] 3 All E.R. 235. B 


“The defendant ought, I think, if he acted quite strictly, to have 
passed on the information about the Red House directly to the F 
plaintiff through her son, and ought to have given the plaintiff 


an opportunity of buying the house from the original vendors. I B,.-- 


do not think, however, that the relationship of principal and 
agent between the parties necessarily precluded the defendant 
from entering into a contract to buy the house himself. Never- 
theless, if he was proposing to resell it to the plaintiff, he was 
bound to give the plaintiff the fullest possible information, both F 
as to the true price which he had paid to the vendors for the house Ff 
which he was selling, and as to the amount which he wanted, 
showing the profit, if any, which he would require as the result 

of the sale,” per Farwell J. at p. 240. 





REMUNERATION OF AGENT 
E, the owner of empty shop premises, authorised C to attempt 
to let them; if successful, C was to receive a commission. C 
spoke on the telephone to A, but A gave no definite answer, as 
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he desired to consult his partner. W _ overheard this conversa- 
tion and asked A. for information. A merely mentioned that the 
remises were in the neighbourhood of Victoria (London) and 
added that, if he and his partner did not want the premises, he 
would put W in touch with them. W _ thereupon, without com- 
municating further with A, went to Victoria, and took the shop 
direct from E at a rent of £1,000 per annum. 4Held: It was not 
C’s action which was the immediate cause of W becoming the 
tenant of the shop. The deliberate withholding of the address of 
the premises by A must be construed as a deliberate withholding 
by the plaintiff, C, and C was not entitled to commission. Coles 


B v. Enoch [1939] 3 All E.R. 327. 





RESTRAINT OF TRADE 


The plaintiff, a solicitor of over thirty years’ standing, took the 
defendant into his employment as junior clerk in 1921. The 
defendant remained in this employment until 1937. In 1934, the 


| plaintiff agreed that the defendant should be articled to him, and 


it was agreed that the latter would not “at any time hereafter 


Hall, Hanley, aforesaid, or solicit any client of the solicitor . . 


| Towards the end of his employment with the plaintiff, the defen- 


dant had become chief conveyancing clerk, and interviewed clients 
himself. Shortly after leaving the plaintiff’s employment, the 
defendant commenced practice on his own account at a short 
distance from the plaintiff’s office. Held: the combination of a 
restriction over an area so great as a radius of 15 miles and one 


jextending to the whole life of the defendant was wider than was 


have Necessary for the protection of the plaintiff, and was therefore 


unenforceable as being in undue restraint of trade. Dickson v. 
Jones [1939] 3 All E.R. 182. “Fair competition is that which 


} everybody has to face, and an employee cannot be asked to restrict 
phimself against engaging in perfectly honest competition. What 


he can be restrained from doing is making use of the knowledge 
which he has acquired in the business of the plaintiff in order to 
flch from the plaintiff his goodwill, or some part of it,” per 


‘Farwell J., at p. 189. 


Restraint of trade was discussed in some detail in the July, 
1939, issue of the journal, and it was said at p. 430 that it would 
appear that, in the case of, say, a solicitor and an articled clerk, 
a solicitation agreement is all that would be enforced. But each 
case must be decided on its own facts, and the judgment in the 
above case makes it clear that in the peculiar circumstances of 
he case (which were quite different from those ordinarily existing 
between a solicitor and an articled clerk), a radius agreement 
limited as to time and more limited as to area would have been 
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REVOCATION OF WILL BY MARRIAGE 


A husband and wife entered into a separation deed wherein the § 


husband covenanted that he would not revoke or alter a will which 
he had already made. The wife died, and the husband subse. 


quently re-married. He made a new will. It was contended that 
the testator had broken the covenant by re-marrying. Held: (i) § 
the covenant not to revoke or alter the earlier will did not amount § 
to a covenant not to re-marry; (ii) the covenant not to “revoke” Ff 
the will should be confined to acts of revocation performed as Ff 


such and for that purpose, and it did not extend to the case where 


revocation follows as a matter of law. Re Marsland, Lloyds Bank, 


Ltd. v. Marsland [1939] 3 All E.R. 148. 





Loose LeaF MINuTE Books 


In Hearts of Oak Assurance Co. Ltd. v. James Flower & Sons 
(1936) 1 Ch. 76, the English High Court held that a loose leaf 
minute book does not comply with S. 120 of the English Com- 
panies Act, 1929. The same conclusion has now been reached 


by the N.S.W. Full Court under the corresponding provisions of § 
the N.S.W. Act, S. 100. “I should like to add something with f 


respect to the practice, which we were assured is not widespread, 
of keeping the minutes of company meetings in what are described 
as loose leaf books. This practice is so susceptible of abuse, since 
it lends itself to tampering with the minutes and to the substitu- 
tion of false minutes, that the question arises whether it is legiti- 
mate to use such so-called ‘books’ for this purpose. I am of 
opinion that it is not,” per Jordan C.J. in Jn re A Solicitor; Ex 
parte The Prothonotary (1939) 56 W.N. (N.S.W.) 53. 





The Sales Budget—| | 
By R. A. HickIn, A.1.¢.A. 


When all the information to be obtained from salesmen’s reports, 
detailed surveys, etc., has been correlated, an intensive regional 
survey should be instituted to ascertain to what extent any line is 
failing to respond to promotional effort in certain territories 0 
well as it does in others. For this purpose, a chart of population 
should be prepared, and economic conditions carefully investigated. 
If possible, statements of relative incomes in the respective areas 
should be compiled, and these related to the various grades of 
the population. Other figures, such as registrations of passengtt 
vehicles, sales of various classes of goods, and so on, should be 
sought, and compared in a similar way with the statistics of 
population. These will furnish a general indication of comparative 
prosperity, and if, after considering these, the problem has not 
been solved, enquiry should be directed to other channels. 
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Is the representation in the deficient territories adequate and 
efficient? To enable this question to be answered adequately, the 
matter of each representative’s past record, salary and allowances, 
length of service in the particular territory, and other relevant 
factors, should be considered. When dissatisfaction exists in any 
quarter it is only to be expected that the sales response will be 

r. A change of territory may prove of advantage in this 
regard, and perhaps a more equitable distribution of salaries 
among the men. Perhaps a scheme providing bonuses on some 
clearly defined basis, or a series of quota competitions, may help 
to raise the enthusiasm of the selling staff, and as such a scheme 
will usually involve only a small outlay, it should be given 
earnest consideration. The aim should be to have every represen- 
tative giving his utmost to his work, and this can only reasonably 
be expected when relations between the representatives and the 
sales executive are harmonious, and each man feels that he is being 
adequately remunerated and recognised for his work. 

So far only the efficiency of the representatives has been 
considered, but it is necessary to enquire, also, into the adequacy 
of the staff to cover the various territories. When a great deal 
of time is taken in travelling from one centre to another, there 
is little opportunity for intensive selling effort. The representative 
becomes then simply an automaton for writing orders, and has 
little time for selling efforts. This factor should be given due 
weight. It is a most important matter. Often it will be 
found that, owing to special circumstances, it may be necessary 
to employ more representatives where the population is thinnest, 
to enable the ground to be covered regularly and thoroughly. In 
this way, there will undoubtedly be an increase in selling costs, 
but provided the increases in staff are carefully allocated, there 
should be an appreciable stimulus to turnover, and closer relations 
between the supplier and the distributor, resulting in greater 
enthusiasm among the shopkeepers. And it should not be lost 
sight of that a reduction in the size of any territory will usually 
result in a corresponding reduction in travelling expense per 
representative, which in some cases may be a material point. 
If a man’s time is so taken up with travelling from town to town, 
that he is unable to give each distributor individual and thoughtful 
attention, he has not the opportunity of close contact with the 
shopkeepers. Undue economy in selling expense may involve a 
substantial loss of business. 

General trade conditions are, as mentioned earlier, an important 
factor in the sales of most lines, and should be taken into con- 
sideration when examining past results, with a view to determining 
their influence during the budget year. If it can be demonstrated 
that certain conditions of trade and prosperity are largely 
responsible for sales fluctuations, it will be seen how important 
it is that estimates based on this factor should be very carefully 
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made. It should be possible to estimate the coming year’s 
turnover very closely, providing the data is reliable. 

Another consideration of primary importance is: Is the line 
securing the maximum business possible, in comparison with sales 
of similar lines handled by competitors? It has already been 
stated that unofficial, but nevertheless reliable, information as to 
competitors’ sales and advertising appropriations may be obtained 
from representative retailers, and from the company’s advertising 
agent. A graph showing the figures thus ascertained over a period 
of years, may be prepared, or a statistical statement using index 
numbers. An illustration of such charts is given in Figs. 1 and 2. 
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The use of different colours is an advantage in graphical 
presentation of such figures, or, failing this, a distinctive type of 
line for each set of data; the latter method is shown in Fig. 1. 


TABLE OF COMPARATIVE SALES 
1933 1934 1935 1936 1937 1938 
A 51 52 53 53 54 57 
Ewer as 85 83 S4 84 90 95 
as ie por ee 70 65 60 50 55 57 
D 90 95 97 95 95 100 


Fig. 2—Sales of competitive lines compared by means of index numbers 
with base 100 = £100,000 


The statements should be prepared for each territory in respect 
of which figures are available, and then summarised in one chart 
showing the position throughout the entire area of operations. 

The facts thus ascertained and presented may indicate the 
desirability of more intensive or effective advertising and sales 
promotion effort, with a view to increasing the volume of sales 
of those lines which are shown to be failing to reach a reasonable 
volume in relation to competitive business. If the respective 
figures show a falling-off in sales, while the positions of 
competitors’ lines are being maintained or improved, there is 
clearly a need for careful investigation; and more drastic action 
should be taken, such as a price reduction or an improvement in 
the form in which the line is presented for sale. This matter 
was discussed in the previous article, and the reader is referred 
back to that section for a consideration of the problem. 

Seasonal variations account for a considerable fluctuation in 
the sales of many types of merchandise, month by month. This 
is especially true of foodstuffs and fashion goods. Usually the 
seasons or cycles take effect every year, so that, in considering 
the total year’s business, this factor may have little or no effect. 
But when it is considered that the seasonal sales of some lines 
means rush production at certain periods of the year, and that the 
machines are comparatively idle during the remaining months, 
| the importance of planning monthly sales and therefore arriving 
| at a satisfactory basis for production estimates will be realised. 
The ideal for production is a steady output, and where circum- 
stances make this impossible there may reasonably be expected 
an increase in production costs, and a time each year when the 
standing expenses of the factory must be absorbed by other 
lines or remain unabsorbed until the cycle returns. 

In recent years some attention has been given this problem, 
but we have by no means reached a satisfactory solution as yet. 
| The obvious way out is to seek to equalise production, but this 
+ cannot always be done, by reason of the fact that some classes 
of goods deteriorate in storage, and for others that the turn 
of the fashions cannot be gauged with anything approaching 
certainty. 
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It is possible, to some extent, by means of certain methods or 
appeals in advertising, to regulate seasonality. This is illustrated 
by the efforts of the ice-cream companies to educate the public 
as to the definite food value of ice-cream in both summer and 
winter, with the result that even in the coldest part of the year 
there are still enquiries for this delicacy. But, although judicious 
advertising has established a small demand during the winter 
months for a line that was formerly looked upon only as a 
summer “cooler,” it has by no means succeeded in equalising 
the demand throughout the year. Sufficient success has been 
achieved, however, to show the possibilities that lie in this form 
of sales promotion effort, and it may reasonably be expected that 
more will be accomplished in this way as time goes on. 

But the scope of such educational methods is necessarily 
limited, so that the spectre of seasonality still remains. Very 
little can be achieved along these lines in regard to fashion goods, 
and for this reason the factor of seasonal cycles has a considerable 
bearing on the budget officer’s duties. 

An attempt may be made to meet the difficulty by handling such 
a variety of lines that the slack period for summer goods may 
be employed in producing and marketing winter requirements, 
and vice versa; and perhaps the greatest hope lies in achieving a 
balance in this way. There will always be certain plant idle 
during some months of the year, but, by careful staff training, 
the losses normally experienced owing to the necessity of 
retaining, during slack periods, the services of skilled operatives, 
will be substantially reduced or even extinguished. Sufficient 
has been said to show the necessity of challenging seasonal 
fluctuations, and of devising some expedient where they are 
obdurate, and the circumstances of the particular business will 
require careful consideration, along the lines suggested. A chart 
to show the seasonal variations in the sales of these lines will 
often be found useful. Fig. 3 shows such a chart prepared ona 
percentage basis. 

A further consideration is whether the sales of any particular 
line have reached so-called saturation point. As Willsmore! 
remarks, there is, strictly speaking, no such thing as saturation 
point, as it is almost always possible to find new uses for various 
lines, thus opening up sometimes a virgin field for promotion 
efforts. Undoubtedly, however, a stage is sometimes reached 
when the combined efforts of sales staff and advertising efforts 
are unavailing to increase sales, and when this condition arises, 
careful stock must be taken of the situation. It is useless to spend 
greater sums in advertising a line which is already being marketed 
to the greatest possible extent, unless an entirely new departure is 
made along novel lines. Indeed, it may be advantageous to curtail 
advertising the line in the traditional way, when it has reached 


1. Business Budgets and Budgetary Control, by A. W. Willsmore (Pitman's), p. 26. 
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its utmost selling capacity for a particular purpose, and utilise 
the sum thus saved in experimenting in other directions. Some 
classes of merchandise lend themselves very readily to adaptation. 
An interesting example is provided by the glass industry, which 
has succeeded in finding many new uses for glass in recent years. 
In some respects the variety of uses to which glass may be put 
is almost unlimited, and no doubt other examples will occur to 
the reader, in illustration of the principle that where demand 
is being fully satisfied, efforts should be made to extend the 
usefulness of the line concerned. A knowledge of the market, 
plus an intensive examination of actual conditions, and assisted 
by those occasional flashes of inspiration that are inseparable 
from successful business promotion, will often show the way out 
of the difficulty. 


SEASONAL CHART OF SALES 





Line 


A 
B 
Cc 
D 
E 
F 
G 


Totals 









































Chart of seasonal variations of seven lines, shown on a percentage basis. 
It will be apparent that an increase in the number of lines handled should 
result in a further levelling of turnover. Note that where the sales volume 
of the various lines differs greatly, “weighted” percentages should be used. 


We come now to the more detailed planning of the sales 
budget. The first step is to prepare a statement showing, in 
columnar form, the sales for past periods and the estimated sales 
for the budget year. A further column, considerably wider than 
those for the actual figures, would provide for remarks, to indicate 
the factors that have been taken into consideration in arriving 
at the estimates ; thus ensuring that when the estimates are being 
subjected to final criticism, all of the relevant factors may be 
reviewed. Fig. 4 illustrates the method. 

This statement is a tentative one only, for there are other 
considerations which must be given their due weight before the 
Stage is reached at which it is possible to plan the final budget 
programme. These are: 
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PRELIMINARY SALES ESTIMATES 





, Estimate for ce 
Last Year | This Year Next Year Remarks 





Line 
Line 
Line 
Line 
Line 
Line a 
Eme G..-4 

















Fig. 4—Form for preliminary draft of sales estimates, with comparisons 
and explanatory comments. The column for the latter would be wider, 
and more space allowed vertically, in practice, in order that each estimate 
should be supported by adequate figures and facts. 


Margin of profit on the various lines. 

Possible reductions in cost by increasing volume. 
. Production capacity. 
4. Financial capacity. 


1. Having prepared the tentative estimates after consideration 
has been given all relevant factors, it remains to determine whether 
the figures represent the best possible effort from the point of 
view of return. It should not need to be emphasised that the 
ultimate objective of all business is profit, but in the enthusiasm 
for sales promotion this fact may be overlooked. It is possible 
to reduce profits by indiscriminate expenditure on sales promotion 
efforts, owing to the fact that all lines do not usually return an 
identical margin of profit. Fig. 5 is an illustration of a hypothetical 
business in which there are twelve lines of merchandise, each 
returning a different rate of profit. Net profit has been chosen 
in preference to gross profit, because, very often, in addition to 
varying production costs, some lines will need more selling effort 
than others; and for this reason the gross profit would not be a 
good indication of results. 

The figures shown in the illustration should now be viewed from 
the profit aspect. Of course, it is not possible to create sales 
at will, unless other conditions are conducive to a greater turnover; 
when this is the case, however, the possibility of increasing the 
sales of those lines returning the greatest margins of profit should 
be considered. By concentrating the advertising expenditure upon 
the more profitable lines, the total sales of these might be increased, 
and the nett profit figure improved accordingly. Another point 
is that the larger sales of particular lines might indicate that they 
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SALES AND PROFIT CHART 





Sales Value | Net Profit | 
£ £ 





8,100 
4,305 
5,580 
2,612 
2,200 
2,518 
2,520 
1,955 

840 


Line 
Line 
Line 
Line 
Line 
Line 
Line 
Line 
Line 
Line 840 
Line EIGER Ee 935 
a Ae 800 

as. ke ee ae 33,205 


AT DOMMOOwW>S 

















Fig. 5—Preliminary draft of sales and profits schedule. 


meet with a steady popular demand, which is to some extent 
independent of a regular expenditure of large sums on advertising. 
This is a matter in which it is foolish to generalise, but assuming 
that such conditions exist in respect of any line, the next point 
to consider is whether any portion of the normal appropriation 
for advertising that line might not temporarily be used for 
establishing a weaker product, or improving the turnover of a 
line which shows a good margin of profit. 

Fig. 6 shows the lines grouped in Fig. 5, with the figures 
altered to reflect the budget estimates as revised after consideration 
had been given the question along the lines suggested above. 

Admittedly, the figures shown are purely hypothetical, but the 
illustration, if carefully studied, would probably suggest the 
possibilities that lie in a re-allocation of expenditure in this way; 
and experimentation should be made in practice to ascertain 
whether a similar result could be achieved. 

2. Further, increased volume may mean lower costs. As 
cost of production depends to some extent upon volume of output, 
one result of the re-allocation of sales after consideration of the 
profit aspect may be that lower costs will increase still further 
the advantages enjoyed by any particular lines in comparison 
with others. Very often the costs of the slower moving lines are 
greater than those of which the sales volume is larger, and by 
increasing the sales of such lines, some of which may be more 
profitable, also by reason of lower distribution costs, the profit 
figure may show an even greater increase owing to the larger 
volume of production absorbing the expense at lower rates per 
unit. This is another factor in determining the most profitable 
budget programme, and should be dealt with at the same time 
as the enquiry under the previous heading. 
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REVISED SALES AND PROFIT CHART 





Sales Value| Net Profit 
£ £ 








49,500 
24,500 
32,000 
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12,500 
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13,500 
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Fig. 6.—Revised sales and profits schedule. 


3. No definite plans should be made for the budget year until 
the productive capacity of the factory or works has been con- 
sidered. An ambitious programme, efficiently and successfully 
carried out, may place a strain upon the producing unit which 
it is unable to bear, and for this reason an effort should be made 
to determine the adequacy of the present premises and plant to 
meet the requirements of the budget programme; and if it is 
thought that improvements are necessary, or extensions of the 
premises or plant, enquiry should be made to ascertain the 
possibility of effecting the alterations desired. 

4. Closely related to the above is the question of financial 
capacity. More money may be needed to finance a programme, 
owing to the necessity of carrying greater stocks, both of raw 
material and finished goods; and the ways and means of raising 
the capital should be considered. This will receive detailed 
treatment under the heading “Financial Budget,” but its practical 
importance must not be lost sight of. If credit is likely to be 
imperilled by shortage of funds, owing to money being locked up 
in stock and book debts, it may be preferable to defer the special 
promotional efforts contemplated until arrangements have been 
made for an ample supply of cash to meet current obligations. 
It may be urged that, if the efforts to implement the budget 
programme be successful, the cash position will automatically be 
taken care of by reason of the greater return from sales. But 
this is not always so, and it is preferable to be prepared for failure 
rather than to be embarrassed by success. This is particularly 
important when the policy is to “build for the future”; that is, 
to spend heavily in securing a public “complex” for the line, 
which may not tell in immediate sales increases of sufficient 
amount to compensate for the increased expenditure. 
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We have now covered the ground as far as the possibilities of 
sales promotion are concerned, and it remains for the budget 
) officer to prepare his sales budget from the mass of detailed 
and subsidiary data which he has collected. This is a matter of 
| the form which the statement of the sales estimates will take, 
and may be left to individual conditions to dictate particular 
; requirements. The complete sales budget should, however, set 
out the principal lines in full detail as to quantities, selling prices, 
and value; in some businesses the statement will be a document 
of considerable size, while in others a single sheet will suffice. 
It is important to remember, when the budget has been prepared, 
that the budget officer may be called upon at some later date to 
defend his estimates ; also that the schemes considered and decided 
upon will form a skeleton outline of the work of the sales 
department during the budget year; copies of all relevant papers 
should be filed securely away, so that, in addition to the papers 
' attached to and forming the foundation of the sales budget, copies 
will be available independently to ensure their availability when- 
ever required. 





Current Tendencies in the Preparation and 
Presentation of Financial Statements 
By Dorotuy M. NicHotas, A.1.C.A. 


(An Essay submitted for the 1939 Essay Competition of the 
Commonwealth Accountants’ Students’ Society, Victorian 
Division) 


“Accounting has but one purpose—to set forth the results of 
business operations accurately and truthfully.”! If this statement 
is correct, it follows that, to fulfil its true purpose, accounting 
must adapt itself to the changing needs and forms of business. 

The term “business” takes in a vast and complex organisation, 
in which, although units may have similar characteristics, it would 
be almost true to say that no two units are identical. 

It is almost a platitude to state that modern industry had its 
beginnings in the Industrial Revolution, which swept the United 
Kingdom during the late eighteenth and early nineteenth cen- 
turies, and yet, if the men who shared in those beginnings were to 
see the ramifications of modern industry, there surely would be 
in its present structure little with which they felt familiar. The 
past fifty years have seen such changes as man had but vaguely 
dreamed of when the Industrial Revolution was altering the 
economic life of England. To enumerate but the most obvious— 
there have been the conquest of distance with wireless, cable, 
telegraph, and telephone—and now, although still in its infancy, 

1. R. H. Montgomery in a Preface to Origin and Evolution of Double Entry 
Bookkeeping, by E. Peragallo. 

D 
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television—the new and rapid facilities for travel by sea, lan i 
and air, the invention of machinery of all kinds, including such 
office machinery as the typewriter, calculators, bookkeeping 
machines, etc. 

Thus the volume and, of course, the complexity of busines 
organisation have grown a hundredfold, and with this growth 
there have come varying types of structure to meet various needs 
The most notable of these is the joint-stock company, but othe fF 
forms are very widespread—e.g., proprietary and private com. ff 
panies, partnerships, and, to a lesser extent, co-operative enter. F 
prises. ; 

With all these changes in business, and with the growth oi f 
the spirit of competition—and almost, one might say, of “survivad f 
of the fittest”—it surely could be expected that accountants woul 
have advanced at a similar rate. To be fulfilling their tru 
function, they should be able to supply the proprietors ani 
management of any business with information quickly, and in 
a form suited to the needs of the case. 

Despite this expansion of business, however, it seems evident 
that, for a long period, many accountants were content to prepare 
only the Profit and Loss Account and Balance Sheet, from the 
balances outstanding in the books at the close of the period 
These were prepared in many cases at fairly long intervals, and 
given to the firm concerned a considerable time after the clos 
of the period to which they referred. They may have then been 
interesting as setting out the result of operations for the preced- F 
ing period in a formal and cut-and-dried fashion, but would 
probably not have proved very useful in the planning of future 
activities, nor would they present clearly to management any 
variations from period to period, or the reasons for such 
variations. 

The first known work on bookkeeping was written by an Italian, 
Paciolo by name, and published in 1494. This book set out the 
principles of double-entry bookkeeping. It is interesting to note, 
from a perusal of such works as that recently written by Peragallo, 
the type of accounts in use in those early days of accounting. 
That, in some respects, they set out more clearly the essential 
facts of the results of a certain business than do some modem 
accounts will be obvious from a study of the form given in 
Exhibit 1. 

Statements of an uninformative and conservative type, more 
especially in the accounts of public companies, are still prepared 
by some accountants and submitted to shareholders and _ other 
interested parties, such as creditors, bankers, etc. It seems doubt- 
ful whether, in many of these instances, any improvement in the 
amount and kind of information available can be anticipated in the 
immediate future. This is due to the highly competitive naturt 
of business, and the very strong conviction of many busines 
executives that it is unwise to allow one’s firm’s true financial 
position to be disclosed. By way of illustration, one way i 
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which many accounts are rendered of little value is by the group- 


| ing together in the Profit and Loss Account of a great number of 


items, relating to various parts of a business—e.g. (taken from 


“To Salaries, Commission, Interest, Advertising, 
Printing and Stationery, Discount, General 
SE ws 00 00 8s e200 Se Ge se 08 ..3 

The value of many published Balance Sheets also is materially 
decreased by the use of such terms as, e.g.—‘“Stocks on Hand— 


~~ 


| at Valuation,” no explanation being given of the method, or 


methods, used in valuing the stocks. 
There has, however, been a movement on the part of some 
firms to present their accounts in a more informative and under- 


standable manner. 


Exuisit 1 
Extract from Peragallo—“Origin and Evolution of Double Entry 
Bookkeeping” 

The earliest balance sheets known to exist are those constructed 
by the Florentine merchants of the fourteenth and fifteenth cen- 
turies. 

A liberal translation of the “Bilancio” (balance sheet) drawn 
from Datini’s records .. . . is given. 

The construction of the “Bilancio” is simple. The assets are 
listed in total, and the total liabilities, including the capital of 
the two partners, are listed underneath. The difference between 
these two totals is the net profit for the period, which is divided 
equally among the two partners. 

The outstanding characteristic of this “Bilancio” is its use as 
a statement for determining profits and losses; the profit and 
loss statement had not yet been devised. 


Fiornini. Soldi. Denari. 


Merchandise and other assets in stores on 
Peer 27, EOUD oe se 6s ce 0s ve OO 23 + 
Accounts receivable .. .. .. .. .. .. 6518 23 4 


FP a ee ae 22 8 
Total Liabilities, including the capital 
accounts of the two partners, Francesco 


Ce ace ee ke ues “ae wks ‘ease 18 








Net Profit for the fiscal period .. 


The Net Profit is divided equally between 
the two partners: 

Francesco, half of profits ba 

Tese, half of profits .. 2. 20 00 00 00 











Total Profits distributed . 
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In many accounts, the shillings and pence are left out of the 
final statements, thus making less confusion in reading the 


accounts. It is also fairly usual to see a comparison given for 


the previous year, the relative figures being placed on the oppo- 
site side of the descriptive columns to the current results—se 
Exhibit 2. 


ExuiBit 2 
Consolidated Balance Sheet at December 31, 1938 
1937. LIABILITIES 
£ £ £ 
1,250,002 Issued Capital of Holding Co. .. 1,250,002 


Irredeemable Debentures of Subsidiary 
Co. A, existing at date of acquisi- 
73,500 tion .. 73,50 
Current Liabilities owing ‘to bankers 
on Loans and Overdrafts after de- 
274,710 ducting Cash at bankers and in hand 25,249 
Sundry Creditors, Credit Balances, 
Provision for Taxation and Final 


123,808 ee eee 138,588 
—_—_— 163,837 
34,136 Profit and Loss Account .. .. .. .. 23,003 
£1,756,156 £1,510,342 
1937. ASSETS 
£ £ £ 
Fixed Assets— 
Freehold Land and Buildings at cost, 
391,980 less Sales and amount written off 404,783 
Plant and Machinery, Motor and 
Steam Vehicles, Furniture and 
Fittings at cost, less Sales and 
148,985 amounts written off .. .. .. .. 136,890 
—_—__—_ 541,673 


Excess of book value of Shares in sub- 
sidiary cos. over their surplus 
210,690 a taa: sake cas liga: ages fal” ia nae 210,60 
Investments at cost, less amounts 
written off— 





17,000 Mortgage on Property .. 17,000 
Trade Investments, including Shares 
6,383 in Subsidiary Co. B. .. .. .. .. 3,583 
———— 20,583 
Current Assets— 
Stocks as valued by Companies’ Of- 
753,534 ficials .. . Foe ae ee 522,740 
Sundry Debtors, ‘Bills Receivable 
227,584 and Debit Balances, less Reserves 214,656 
as 737,3% 
£1,756.156 £1,510,342 
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It is true to say, however, that the modern tendencies which 
are at work in the compilation and presentation of financial 
accounts are most evident in accounts prepared for the informa- 
tion of management. 

As has been stated, individual business structures vary so 
greatly, not only from one industry to another, but also within 
any given industry, that it is almost impossible to generalise 
regarding the form of the statements to be presented. 

However, there are several forms which, with slight modifica- 
tions, would have fairly wide application, and these are dealt 
with hereunder. 

It is essential that planning for the final accounts should be 
commenced with the beginnings of the recording of the trans- 
actions of a business. It should be decided what statements 
would be most helpful, and informative, in the particular case, 
and the accounting system should be so planned that the neces- 
sary information will be readily available to prepare those state- 
ments. An example of the way in which such forethought can 
be utilized is in the compilation of a chart of accounts. The 
classification of the accounts required can be used, not only in 
the bookkeeping work of a given period, but also in the setting 
out of the final statements. 

Such a classification may be by any one of the following 
methods : 

1. Group Basis—e.g., classification of Balance Sheet accounts 
into groups such as Current, Fixed and Intangible Assets, 
and Current, Fixed and Deferred Liabilities. 

. Objective Basis—classification of costs and expenses 
according to the object served, rather than the subject of 
the expenditure. 

. Functional Basis—groups so arranged as to show total cost 
of each distinct function of the business. 

. Departmental—further analysis to show results by depart- 
ments. 

In the specimen accounts of the Alpha Company Ltd., given in 
Exhibits 3 to 8, the group basis has been used in the arrange- 
ment of Balance Sheet items, and the functional basis in the 
arrangement of the Profit and Loss Account items. 

The method most suited to any particular accounting structure 
could only be decided in the light of the circumstances of each 
case. 

It has been said that “a good statement is one that presents 
facts clearly, and in an attractive fashion. The psychology of a 
good statement lies in its ability to command attention, and it 
must also be simply and easily understood.”? 

To assist in the making of accounting statements which conform 
to this ideal, the old ledger account form is being superseded by 
the Statement form. Where such statements are based on the 
account classification of the business, which classification, when 

2. Boddington: Financial Statements: Their Treatment and Interpretation. 
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once scientifically and carefully compiled, would vary but little Othe 
it is possible for comparisons to be made from period to period, § taken f 
over a number of periods, as required, and as space permits, 


the pe 
Exhibit 

Exuisit 3 From 
Alpha Company Ltd. Sheet it 


Comparative Percentage Balance Sheets as at June 30, 1937, ang § "OMe 
June 30, 1938 variatio 

Care 
Especia. 
30/6/1938 30/6/1937 Increase more Ir 

- figures 

£ by £ % : 

Liabilities wa - . misunde 
Sundry Creditors 1,664) 1-04 637| +46) 1,027] -5 sable, if 
Parent Company should } 
Advance Account } 16,437] 10- 10,289 . 6,148) 2- and avo 
Bank Overdraft .. | 18,408] 11-46] 3,139] 2-29) 15,269] 9- | 
Sundry Deposits .. | 50,171] 31-23} 45,469] 33-11! 4,702 _ From 
Provision for Taxa- preps 
Cen. <s ha 1,000 *73 , . sary to 
Total Liabilities .. | 86,680] 53-96] 60,534] 44-08) 26,146] 9- the deci: 
could be 


for who: 














Capital, Reserves, 
etc.— 
Paid-up Capital | 65,180 65,180 1, 
Property Reserve} 2,601 2,601 a) 
Appropriation = 
Account ..| 6,180 9,015 3. 





Total Capital and 
Reserves -. | 73,961 ° 76,796 





Total Funds Used | 160,641 00} 137,330 00) 23,311 





Assets 
Current Assets— 
Cash =F bie 58 04 58 
Trade Debtors 8,278 *15) = 9,555 
Bills Receivable 4,251 : 5,508 . 
Sundry Stocks 48,918 -45| 22,096 . 26,822 
Sundry Stores .. 3,821 *38| 3,755 : 66 





tota 


Deferred Assets— Other : 
Sundry Advances | 13,909} 8-66) 14,824) 10- Balance S 
Fixed Assets— n the bu: 
Sundry Plant .. | 12,211} 7-60} 12,339] 8- : This in 
Sundry Properties| 64,777 +32) 64,777 ° . nanageme 


76,988] 47-92] 77,116 ‘ources 01 
I ble A oe ewe 

ntangible Asset— cin 
Goodwill .. | 4,418] 2-75] 4,418] 3-2: 7 i cumstas 
lrom._ suc 


Total Assets .- | 160,641/100-00) 137,330 23,311 8 AA. 
December, 19 


Total Current Assets| 65,326 -67| 40,972) 29- 24,354 
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Other developments are the inclusion of the changes which have 
taken place in individual items and in groups of items between 
the periods, and also the introduction of percentages. See 
Exhibits 3 and 6. 

From these statements, it is evident immediately which Balance 
Sheet items have altered, and the extent of such variations, where 
income and outgoings differ in the two periods, and also the 
variations in the percentage of individual items to the base figure. 

Care must be taken, however, in the use of these comparisons. 
Especially is this true with the percentage figures. “Nothing is 
more misleading than facts—except figures. Especially if the 
figures are percentages. Practically any set of figures can be 
misunderstood, misinterpreted and misused. What is indispen- 
sable, if a man aspires to be a competent accountant, is that he 
should know how to use figures, and, in particular, how to detect 
and avoid fallacies in their misuse.’ 

From the tabular Balance Sheets also Balance Sheet ratios may 
te prepared. See Exhibit 4. It would probably not be neces- 
ary to prepare all the following ratios for any one business, but 
the decision as to which would be of value in a particular case 
could be made by the accountant, in conjunction with the persons 
for whose information the statements were being prepared: 


1. Working Capital Ratio. 
. Quick Asset or Liquid Ratio. Measures 


. Percentage of Sources of Funds on total| of 
Funds used. { Financial 


. Percentage of Classes of Assets on wa Safety. 
Assets. 


. Turnover of Stocks and Book Debts. 

. Proportion of Earnings left in the business. 

. Cost of borrowed Funds. Measures 

. Cost of total Funds used. of 

. Percentage of all groups on Proprietors’ Financial 
Funds. Efficiency. 

. Sales per £1 of Fixed Assets or per £1 of 
total Assets. 





Other information which is readily gleaned from the tabular 
Palance Sheet concerns the changes in the sources of funds used 
inthe business and their application. See Exhibit 5. 

This information may be of great value to both proprietors and 
management, in showing variations in methods of finance and 
wurces of funds between comparable dates. It should be noted 
that care is necessary here also, to ascertain that all relevant 
reumstances are considered when any conclusion is drawn 
‘rom such figures. For example, in a case where the demand 


Rt Tag R eee “The Meaning behind the Figures,” Australian Accountant, 
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it would be expected that, at those times of the year whe 
sales were heaviest, there would be a large increase in sundry 
debtors. Due allowance would have to be made for such facts in 
a comparison, showing changes in the financial position between, 
say, the June 30 and December 31 figures in any year. This diff- 
culty could, of course, be overcome by the comparison, e.g., of 
June 30 figures with the figures prepared at the same date of 


ExHIBitT 4 
Alpha Company Ltd. 
Ratio Statement 
Years Ended June 30, 1938, and June 30, 1937 











CURRENT ASSETS RATIO 30/6/1938 30/6/1937 
Total External Liabilities .. .. .. .. £86,680 £60,534 
ee eee 65,326 40,972 

Current Assets per £1 of Liabilities .. .. .. 15/1 13/6 
Total External Liabilities .. . ci £86,680 £60,534 
Total Current and Deferred Assets aa 79,235 55,796 

Current and Deferred Assets per £1 of Liabs. 18/3 18/5 





QUICK ASSET RATIO 
Liabilities (excluding Bank Overdraft 














and Deposits) .. . £18,101 £11,928 
Current Assets (excluding ‘Stocks and 
EE ss’ GA ak a Se oe ee 12,587 15,121 
Ratio of Assets per £1 of Liabilities .. .. .. 13/11 £1/5/4 
TURNOVER OF STOCKS 
Stock at beginning of Year .. .. .. .. £2,851 £6,836 
ef Ee 8 eae ee 8,644 2,851 
Average Stock carried .. .. .. .. os £5,748 £4,844 
ee eee £50,204 £49,372 





Rate of Turnover hah ae Stock dag 
annum .. .. : 8-73 times 10-19 times 





TURNOVER OF TRADE DEBTORS 
Sales for Year .. ; £59,248 £69,491 
Average Daily Sales (at 300 ‘days ‘pa.) 197 231 





Total Trade Debtors and Bills Receiv- 
able Outstanding .. .. .. . £8,329 £15,063 





Number of Average Day’s Sales uncol- 
OO =F ea ae eee ee ee 42 days 65 days 








for the goods produced is of a highly seasonal character. 





Di 


we 


a a a 








SEPT, 


racter, 
when 
undry 


icts in & 


tween, 
; diff. 
g., of 
ate of 


937 
72 

















1939 THE AUSTRALIAN ACCOUNTANT 137 
the preceding year, irrespective of the fact that the accounts have 
been made up for the half year ended December 31. 

As the Balance Sheet is the most important of the financial 
reports, so the Profit and Loss Account is the most important 
of the operating reports. 

The Profit and Loss Account should distinguish between 
operating and non-operating income and expenditure. See 
Exhibits 6 and 8. 

If the classification of accounts provides for a distinction 
between fixed and variable expenses, the following ratios may be 
calculated from the Profit and Loss Account figures: 

1. Percentage of variable expenses on sales. 

2. Percentage of variable expenses on an appropriate base 

(e.g., bad debts on credit sales). 

Where the classification is functional only (as in Schedule 6) 
it will be possible to read the following ratios: 

1. Percentage of individual items to sales. 

2. Percentage of groups of items to sales. 

3. Net profit percentage to sales. 

In recent years, the importance of the accounts which may be 
said to form the background for the Profit and Loss Account 
has been more widely appreciated. The Manufacturing and 
Trading Accounts show how the cost of goods sold during the 
period is made up, and furnish the information necessary to 


Exuisit 5 
Alpha Company Ltd. 
Summary of Changes in Financial Position 
Year Ended June 30, 1938 


During the Year Ended 
June 30, 1938: 


A Net Loss was sustained of . £318 

A Dividend was paid out of the profits of the 
year ended June 30, 1937 .. . ; 2,607 

Stocks and Stores were increased by nd ee 26,888 

Income Taxes paid amounted to .. .. .. .. 910 
MRE 170" gh can age’ ate Sarge Gia Line see) laid £30,723 





The Funds thus required 
were provided as under: 


Increase in Bank Overdraft .. . — £15,269 
Increase in Parent Co. Advance Alc. ss 6,148 
Increase in Sundry Creditors .. .. er 1,027 
Increase in Sundry Deposits .. 4,702 
Decrease in Book Debts and Bills Receivable 2,534 
Decrease in Sundry Advances .. .. .. .. .. .. 915 
Decvense im Pimed Assets 26 10 os se os 0 128 


SERN bc) da. Wat ee SH SAN OS Sw bas £30,723 
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Exuisit 6 
Alpha Company Ltd. 


Comparative Percentage Trading and Profit and Loss Accounts 
Years Ended June 30, 1937, and June 30, 1938 





30/6/1938 30/6/1937 Increase Decrease 





£ % x % £ |) % 2 
Sales .. 58,831 |100-00 | 60,214 |100-00 1,383 
Cost of Goods Sold] 50,204 | 85-34 | 49,372 | 81-99 | 832 |3-35 





Gross Profit .. 8,627 | 14-66 | 10,842 | 18-01 2,215 | 








Selling 
Expenses 
Wages and 
Salaries 
Cartage 
Travelling Ex- 
penses 
Commission 
Advertising 
Packing 
Samples ° 
Depn. Rolling 
Stock . 














Total Selling Ex- 


penses 





Administration 
Expenses 

Salaries 

Bad Debts 

Discount 

Insurance 

Stamps . 

Trade Expenses 

Exchange 

Rates 

Rent 

Land Tax 

Employees’ Assur- 
ance .. ae 

Stationery si 

Legal Expenses 

Depn. Office Fur- 
niture 








Total Administra- 
tion Expenses 





Total Selling and 
Administration 
Expenses 





Net Profit 
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arrive at the figure for gross profit. These accounts also should 
be classified, and prepared on uniform lines from period to period, 
to enable comparisons to be made. In the case of the Manufac- 
turing Account, the base used would be total manufacturing cost. 

From the Manufacturing and Trading Accounts several ratios 
of value to management may be calculated. 


These include: 

. Gross profit percentages by departments, units, or classes 
of goods (according to the classification of the accounts). 

. Percentages of cost elements on total cost (e.g., materials 
used, direct labour, indirect expense). 


comparatively recent development in. accounting is the 
introduction of cost systems, both historical and standard costs, 
and of budgeting. Where standards have been introduced or 
budgets compiled, it is not necessary to measure the results of a 
period, for purposes of comparison and analysis, with the results 
of a previous period (which may itself be far from normal), but 
they can be measured against the yardstick of pre-determined 
figures. If these have been carefully prepared, the differences 
disclosed should indicate fairly accurately those items requiring 
further investigation. 

Where historical costs are used, the classification of the costing 
records should be on a basis similar to that employed in the finan- 
cial books. At the end of the period, a reconciliation may be 
prepared between the two sets of books—see Exhibit 7. From 
‘his reconciliation, it will be possible to measure the accuracy of 
the method, or methods, of charging materials, labour and 
expense (both direct and indirect) to production. 

It is evident that the measurement of results by a pre- 
determined standard will provide much more valuable information 
than merely the comparison between two periods—either one of 
which may have peculiar features. To the extent to which such 
conditions exist, the comparison will be of little practical value. 

Recent years have witnessed the beginnings of a new develop- 
ment in the presentation of accounts in the use of graphical 
figures, as a supplement to the tabular figures given in the 
financial accounts. 

This tendency is not yet very common, but its usefulness in 
certain instances in demonstrating the trends of any single item, 
or group of items in the accounts, over a period of years, is 
undoubted. 

An example of the usefulness of this form of statement is given 
in Case Note No. 1, in the Commonwealth Institute of Accoun- 
tants Handbook of Activities. For other examples of Charts, see 
Exhibit 9. 

These charts can take various forms: 

1. Pie Diagrams and Bar Charts—for comparisons of com- 

ponent parts of a whole. 
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EXHIBIT 7 
Alpha Company Ltd. 
Reconciliation of Cost and Financial Records 
Year Ended June 30, 1938 


























As per As per Over-absorbed | Under-absorbed 
Cost Records Financial Records | in Cost Records | in Cost Records 
£s. d. £ a. € Ss a & £s. d. 
Direct Labour 9,846 19 7 | 10,208 18 11 361 19 4 
Manufacturing 
Materials 6,650 19 6/| 8435 11 8 1,784 12 2 
Holiday Pay .. 492 5 3 598 10 11 106 5 8 
Indirect Labour.. | 2,180 9 6] 3,260 9 6 1,080 0 0 
Other Factory 
Overhead 5,304 0 0} 3,823 5 3/1,480 14 9 
Selling and Admini- 
stration Expenses | 6,084 0 0} 640018 9 316 18 9 
Total 30,558 13 10 | 32,727 15 0 2,169 1 2 
Exuisit 8 


Alpha Company Ltd. 


Comparative Statement 
Non-Operating Profit and Loss Account 


Years Ended June 30, 1937, and June 30, 1938 




















30/6/38 30/6/37 Increase | Decrease 
£ £ £ £ 
Rents Received ae - 799 546 253 
Rents Charged to Operations 450 450 
Total Revenue 1,249 996 253 
Expenses— 
Rates 454 432 22 
Land Tax 148 219 71 
Interest 2,348 1,279 1,069 
Insurance .. 47 47 
Subscriptions 25 36 11 
Total Expenses 3,022 2,013 1,009 
Net Loss—non-operating .. 
























pr 


tel 
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2. Natural Frequency Curve—to depict movements from 
period to period. 

3. Cumulative Frequency Curve—to depict accumulated totals 
from period to period. 

4. Ratio or Semi-logarithmic Chart—to depict rates of change. 

5. Natural Frequency Curve—line of trend calculated by 
three-year moving average. 

6. Percentage Deviations from line of trend.‘ 


It has been stated previously that new types of organisation 
require new methods of accounting. A business structure which 
is relatively new to Australia, but well established in the United 
States of America, and, to a lesser degree, in the United King- 
dom, is that of the holding company. The compilers of the new 
Victorian Companies Act, recognising the growing importance of 
this type of company, have made provision for the furnishing of 
its final accounts. 

Holding companies under the new Act are given the option of 
preparing (in addition to the Profit and Loss Account and 
Balance Sheet of the holding company itself) either: 


a. Separate Profit and Loss Accounts and Balance Sheet 
for each subsidiary, 
or b. Consolidated Profit and Loss Accounts and Consolidated 
Balance Sheet of the group as a whole. 


In the United States, consolidated accounts are the accepted 
practice. Sir Gilbert Garnsey, in his book, Holding Companies 
and their Published Accounts, states: “Accountants in America 
tell us that the case for the consolidated Balance Sheet is made 
out, and that there is nothing further to argue about it on the 
question of principle.” 

The use of this form of statement, as opposed to the presenta- 
tion of separate accounts for each of the subsidiaries, is apparently 
also gaining ground in England. This has probably been due, 
at least in part, to the comments in support of consolidated state- 
ments in the financial columns of The Accountant,® and also to 
the advocacy of this type of account by Garnsey and De Paula. 
De Paula was appointed to advise the Dunlop Rubber Co. on its 
accounting system, and also on the matter of the form of presen- 
tation of the final statements of the parent company and its 
subsidiaries. The successful results of his pioneering work in 

4. See A. A. Fitzgerald: The Accountant’s Purpose—Form or Information? 

5. See, for example, the comment in the issue of The Accountant for February 18, 
1939: “We are pleased to notice that our reference last year to the inadequacy of the 
accounts of . . . is now followed by the publication for the first time of a consolidated 
balance sheet. Without this account, there was nothing to show what lay behind 
the capital pl oy d in idiary and iated companies, amounting to more 
than half the main company’s assets, With it, as the directors point out in their 
report, it is now possible for the shareholders to appreciate the important change 
that has taken place in the financial position of the group. . One of the points 
of obscurity which we noted last year was the raising of £165, 040 from bankers 
by the parent company, and the passing of the greater part of the sum over to 
subsidiaries without indication of the manner in which the money had finally 


been employed. The contraction in stocks and bank loans is now made quickly 
apparent by the comparison provided with the figures in the previous accounts.” 
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this field must also be recognised as a contributing factor to the 
growing favour with which consolidated accounts are viewed in 
the United Kingdom. 

Victorian accountants will now be faced with the two alterna- 
tives provided by the Act, and it will be interesting to note the 
trend in the form of accounts required under this Section— 
Section 125—of the Victorian Companies Act, 1938. 

“On general principles, consolidated accounts are usually to 
be preferred to separate Balance Sheets because they give a clear 
and more easily read picture of the whole undertaking. Where 
there are more than two or three subsidiaries, separate Balance 
Sheets would merely confuse the reader, and they are, moreover, 
open to the serious objection that inter-company balances are not 
eliminated, as they must be in a consolidated statement.’® 

Thus, it must be concluded, accountants are endeavouring to 
extend their usefulness to the business community, but it may 
well be asked: “Where do we go from here?” An article on this 
important question has been written by Herbert Retzlaff,’ and 
several short extracts are given hereunder: 

“Everyone who is sincerely interested in his work and 
takes pride in his profession has at some meditative moment 
asked himself this very question, trying to appraise the 
inherent usefulness of his work, and the contribution his 
profession is making to the economic order. Accountancy can 
point with justifiable pride to its past record, for it has filled 
a fundamental need in evolving modern accounting technique. 
The profession should now be ready for the next task of 
adapting accounting principles to modern economics . . 

“If professional accountants are to maintain their important 
position in modern life, they will have to prove to business 
that their work is more than an evil, necessary or otherwise, 
but that they can render constructive service . . 

“As a profession we cannot stand still. We may not know 
whither the road is leading, but we should attempt to read the 
signs of progress, so that we may chart an intelligent course 
into the future.” 
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